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GENERAL 


Japan’s Foreign Policy Aims, Beijing Relations 


94CMO0281A Beijing XIANDAI GUOJI GUANXI 
[CONTEMPORARY INTERNATIONAL RELATIONS] 
in Chinese No 52, 20 Feb 94 pp 6-10 


[Article by Shi Ding (0670 0002): “Outlook of Situation 
in Japan for 1994] 


[Excerpt] [passage omitted] 


Ill. New Adjustments Brewing in Japan’s Foreign 
Affairs 


With the world quickening its pace toward multipolarity, 
disputes in Japan over its strategy for national develop- 
ment will become fiercer than ever before. Right now, 
Japan’s basic line for its foreign affairs is to continue its 
readjustments and seek changes while holding its ground 
so as to keep pace with the changes of its external 
environment which have taken place after the Seattle 
meeting. Due to the fact that readjustments in its diplo- 
macy are often affected by its domestic affairs, it is 
possible Japan may delay or hesitate in taking action. 


1. Create an internal and external environment, pave the 
way to becoming a powerful nation in political affairs. 


Since Hosokawa took his office, Japan adopted the 
tactics of making concessions to gain advantages on the 
issue of becoming a permanent member of the UN 
Security Council. Japan attached importance to “being 
recommended by other nations” rather than fighting for 
this membership and taking the initiative by itself. As for 
the international environment, Japan believes that the 
conditions for Japan to become a permanent member of 
the UN Security Council have become ripe in each 
passing day. Its next move will be to win popular support 
at home, while trying to skirt around the barrier of 
“amending its Constitution.” In foreign affairs, it will 
launch another round of offense with emphasis on 
becoming the fifth permanent member of the UN Secu- 
rity Council and try to win more votes from developing 
nations. 


2. Exert greater efforts in promoting “Asian Diplo- 
macy,” and expand Japan’s economic interests and 
political influence in Asia. In view of its increasing 
economic dependence on Asia, Japan will further try to 
raise its diplomatic status in Asia in coordination with 
its domestic economic structural readjustment; turn the 
Asia-Pacific region into its economic backyard and dip- 
lomatic prop; and strive to gradually play a leading role 
in managing Asia-Pacific affairs. 


In dealing with Southeast Asia, Japan will ‘“‘make use of 
economic means to expand its political influence,” pave 
its way with the outputs of its capital and merchandise, 
and develop multilateral economic cooperation, while 
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strengthening bilateral relations. It will scize the forta- 
coming opportunity in the normalization of U.S.- 
Vietnamese relations to strengthen its infiltration into 
the Vietnamese market, advocate unified actions to help 
Cambodia develop post-war reconstruction projects, and 
expand its influence in Indochina. In dealing with 
Northeast Asia, it will advocate peaceful dialogue: help 
the United States and North Korea solve the nuclear 
issue with peaceful means; try to officialize the dialogue 
on security issues among Japan, the United States and 
Russia; and set up a “regional system for the control of 
exports of technologies which can be used for both 
military and civilian purposes.” 


3. Readjust its relations with the United States, and 
gradually extricate itself from the situation wherein it 
excessively relies on the United States for 1ts economy 
and it is politically contained by the United States. 
Within this year, Japan and the United States will have 
their final showdown in their “overall economic negoti- 
ations.” In view of the fact that agreements were already 
reached at the Uruguay Round of Talks, the emphasis of 
U.S. strategy on its economic and security matters will 
be shifted from the Atlantic Ocean to the Pacific Ocean. 
It is making preparations to start a “Pacific Round of 
Talks for Trading” aimed at opening up the markets in 
Asia. Japan’s market will be the first to be affected. The 
return of the United States to Asia will inevitably inten- 
sify the U.S.-Japanese contention for the leading role in 
economic cooperation in the region. In addition to 
showing Japan’s unique status as a link between the 
United States and the ASEAN nations within the Asia- 
Pacific Economic Cooperation (APEC), it will try to play 
an even more active role in the East Asian Economic 
Council (EAEC) proposed by Malaysia so as to balance 
U.S. efforts in making use of the APEC Seattle meeting 
to increase its influence in Asia. 


4. Improve political relations between Japan and 
Europe, and increase the radius in diplomacy. Hosokawa 
will visit Europe in May. He plans to make use of his trip 
as a turning point to strengthen the weaker link of the 
triangular relations among Japan, the United States and 
Europe, and achieve a balanced development. He will try 
to rely on the Japanese-European mutual support to have 
more say in foreign affairs when he deals with the United 
States. Japan will try to add new contents in the “Japan- 
EC Joint Statement” and raise the bilateral political and 
diplomatic relations between Japan and the European 
nations in the past to the level of Japanese-European 
cooperation. It will try to become a “quasi NATO 
member nation,” and make use of the European Union 
and the European Security Council to “push the Japa- 
nese-European political cooperation into a new stage” 
and turn this type of cooperation into another strategic 
pillar in Japan’s diplomatic structure. 


5. Strengthen political dialogue between Japan and 
Russia, and create a “soft environment” for the normal- 
ization of Japanese-Russian relations. In view of the fact 
that the improvement of Japanese-Russian relations will 
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help Japan reverse its unfavorable position in the quad- 
rilateral relations among Japan, the United States, China 
and Russia, and improve the strategic environment in 
Northeast Asia, Japan’s Foreign Minister Hata and 
Prime Minister Hosokawa plan to visit Russia on dif- 
ferent occasions in March and May. Japan will reaffirm 
its stand to continuously support Russia’s line of reform 
within the framework set up by the group of seven 
Western nations; implement its plan to aid Russia which 
it had announced before; promote bilateral political 
dialogue; and encourage the exchange of visits by leaders 
of both countries. Meanwhile, Japan will continue to 
carry out negotiations on the issue of Japan’s Northern 
Islands and try to pave the way to finally solve the 
problem in the “post-Yeltsin” period. 


IV. Japan-China Relations To Enter a New Historic 
Stage 


At a time when Japan is changing its political and 
economic system and readjusting its foreign and 
domestic policies, it will duly adjust its strategy toward 
China. Japan will seek to establish a “new-type post-war 
relation” with China and to ensure that the development 
of the Japan-China relation will not be controlled by the 
United States. It will seek to establish a Japan-China 
relations “in the world” and “in the Asia-Pacific region” 
and maintain an “ordinary relation between one state 
and other” which is not “restrained by history.” 


|. Proceeding from Japan’s strategic interests, Japan will 
not change its main foreign policy in maintaining the 
Japan-China relations of friendship and cooperation. 
Recently Hosokawa once again emphatically pointed out 
that Japan regarded the establishment of a “better 
Japan-Chir -elations toward the 21st Century” as the 
basic principi for its China policy. He placed the 
Japan-China relationship on a par with the Japan-U:S. 
relationship, and stressed that both of them are impor- 
tant pillars of Japan’s diplomacy. 


In the development of its relations with China, Japan 
takes into consideration the following new factors: 


A) It takes Japan-China relations as the key for Japan to 
attain the status of a “‘major nation in political affairs.” 
After the disintegration of the Soviet Union, the Japan- 
China relationship is strategically becoming more and 
more important in Japan’s foreign policy. Japan needs 
China’s cooperation to hold sway in the new order in the 
world and in the Asia-pacific region. China holds a key 
vote if Japan is to become a permanent member of the 
UN Security Council. The Japan-China relationship is a 
trump card if Japan wants to raise its strategic diplo- 
matic status in dealing with the United States and to seek 
independence in handling foreign affairs. 


B) Japan regards the Japan-China relationship as an 
“anchor” in stabilizing the situation in Asia. This rela- 
tionship is a necessary condition for the promotion of 
economic development in the Asia-Pacific region. Japan 
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believes that peace, stability and security in the Asian- 
Pacific region are still being threatened by various fac 
tors even after the cold war ended. Without a stable 
Japan-China relationship, there will be no peace in this 
region. Whether the rapid economic development in this 
region can be maintained or not depends on the eco- 
nomic development and cooperation between Japan and 
China. Japan will encounter endless difficulties in pro 
moting its “new Asian diplomacy” without China’s 
support. 


C) Japan seeks to develop the Japan-China relation so as 
to check China’s excessive growth which may harm 
Japan’s interests. In face of the increasing changes in 
China and the improved relations between China and 
the United States after the Seattle meeting, Japan 1 
worried about the possibility of China and the United 
States joining their efforts to contain Japan. It is for this 
reason that strategically Japan needs to develop its 
relations with China while containing each other. 


2. Based on the developing situation, Japan 1s adjusting 
its strategy in dealing with China. 


First, Japan’s strategic ideology has changed from one o! 
“allying with China to resist the Soviet Union” in the 
past to one of relying on China’s support to stabilize 
Northeast Asia and the Western Pacific Region, and help 
Japan have more say on international affairs and becom 
a major nation in political affairs. It is for this purpose 
that it must attach greater importance to the Japan- 
China relationship in its foreign policy, and improve the 
situation whereas the development of the Japan-China 
relationship is constrained by the United States 


Second, the core of Japan's foreign policy has changed 
from economic cooperation to paying equal attention to 
politic, economic and security matters and from bilatera! 
relations to cooperative relations of a regional or even 
world nature. 


Third, its China policy is to change from a “special 
relationship” to an “ordinary relationship.” That means to 
shake off the yoke of historical issues and establish the 
Japan-China relationship on the basis of reciprocity 
Meanwhile, in its China policy, Japan will stress the need 
to maintain a balance in the triangular relationship among 
Japan, the United States and China, and ensure that the 
situation is always to Japan’s advantage. In short, the 
Japan-China relationship will witness new developments 
in the new year. The two nations will rely on each othe: 
even more, and they would cooperate with each other im 
more fields. Politically there will be more contacts al the 
high level between the two countries, and a new situation 
will emerge in economic cooperation. There will be mor 
dialogue on security matters in the Asia-Pacific Regior 
and bilateral security issues. However, with the contimuous 
growth of China’s overall national strength, there will 
emerge competitions between the two countries. While 
Japan enlists the support of the United States and joins th: 
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ASEAN nations to strategically contain China and “psy- 
chologically hold back China,” some of its movements 
merits our attention. 


A) It stressed the need to achieve an “overall balance” 
between economic cooperation and political security, 
and played economic cards on the issue of politics and 
security. It shortened the credit period of its loans to 
China so as to maintain its influence over China. It 
imposed many restrictions on the use of loans from 
Japan, the credit period and other terms. It linked 
financial and economic cooperation between the two 
nations with China’s national defense modernization 
program, the so-called military sales and the bilateral 
dialogue on security matters. 
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B) Some of the members of Japan’s ruling group who 
advocate the establishment of a “quasi-government 
relation” between Japan and Taiwan are gaining 
ground. Their aim is to safeguard Japan’s commercial 
interests in Taiwan and make Japanese products eco- 
nomically more competitive. At the same time, they try 
to make use of this to strengthen Japan's containment 
over China. It is reported that Japan is negotiating with 
Taiwan on how Minister of International Trade and 
Industry Hiroshi Kumatani may visit Taiwan, and that 
it plans to invite Li Denghui to visit Japan during the 
APEC summit meeting in Tokyo in 1995. Nevertheless 
that does not conform with Japan’s “one China” 


policy. 
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NATIONAL AFFAIRS, POLICY 


ETC Analyzes Enterprise Loss Reversals 


94CE0426B Beijing QIYE GUANLI [ENTERPRISE 
MANAGEMENT] in Chinese No 2, 1 Feb 94 pp 25-26 


[Article by the State Economic and Trade Commission: 
“Ensure Success in Stopping Losses and Increasing 
Profits”’] 


[Text] Since 1993, all localities and departments have 
continually strengthened their leadership over the task of 
stopping losses and increasing profits for enterprises and 
done a great deal of hard and meticulous work in this 
respect. Thanks to their efforts, the task across the 
country has produced some results. 


I. Major Steps Taken To Stop Losses, Increase Profits 


In 1993, all localities and departments continued to 
implement the State Council’s “Circular on Launching 
an In-Depth Campaign To Stop Losses and Increase 
Profits for Enterprises” in accordance with the arrange- 
ments made by the State Economic and Trade Commis- 
sion and the Ministry of Finance [ETC]. They have 
accumulated some quite successful experiences and 
methods in the following six main areas: 


First, they implemented a system for key leaders to 
undertake responsibility as well as a responsibility 
system to meet preset targets for stopping losses. The 
former system, which held key leaders at all levels 
personally responsible for stopping losses and increasing 
profits, was an organizational arrangement to guarantee 
that this task received unremitting attention at all times. 
Under this system, leaders undertook the responsibility 
for improving the operations of big loss-suffering enter- 
prises. They reached deep into the reality and conscien- 
tiously helped ihe enterprises solve the difficulties and 
problems encountered in production and operations. 
Meanwhile, based on the loss-stopping work assigned by 
the state, all localities and departments instituted a 
system where work targets were set up for fulfillment at 
prefectural and county levels and by the trades and 
enterprises concerned. As a result, all levels were 
required to meet certain targets. Their work was 
reviewed periodically, and an evaluation report was 
published every month. Successful units in meeting the 
targets were given awards, while those failing to do so 
were penalized. And each level was accountable to the 
next higher level. 


Second, efforts were made to increase the internal 
reforms and strengthen the management of enterprises. 
While implementing the “Regulations on Transforma- 
tion of Operational Mechanism of Industrial Enterprises 
Owned by the Whole People,” all localities and depart- 
ments tried to learn from and popularize the Handan 
Steel Plant’s experience, namely, to put the stress on 
tapping potentials within the enterprises as a way to stop 
losses and increase profits. More efforts were devoted to 
cost control and quota management. Separate 
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accounting systems were carried out for different levels. 
Each unit within the enterprise was held responsible for 
the effect of its work on the enterprise’s profits and 
losses. Attention was paid to reducing material con- 
sumption and minimizing loss and waste. In addition, 
the three systems within enterprises were reformed, 
while a risk-protection mechanism and an incentive 
mechanism were set up to improve the efficiency of 
management. As to those enterprises that had long been 
in the red and whose assets could not cover the liabilities, 
action was taken as the case required—this included 
closing down the enterprises, suspending their opera- 
tions, merging them with others, switching them to other 
lines of production, and adjusting their production, 
product mix, or organizational structure. 


Third, particular attention was given to improving big 
loss-suffering enterprises and dealing with their prob- 
lems on a case by case basis. Based on investigations and 
studies, all localities and departments classificd the 
loss-suffering enterprises into different groups according 
to the nature of their problems and decided on the 
priority in dealing with them. They worked out a list of 
big loss-suffering enterprises and made diagnostic plans 
after consulting with the parties concerned. Different 
measures were taken for different factories. Specific 
support was given to certain enterprises with a view to 
helping them stop losses and increase profits. In addi- 
tion, the state and local economic and trade commis- 
sions (or economic commissions or planning and eco- 
nomic commissions in some localities; the same below) 
paid particular attention to the work of stopping losses 
and increasing profits for 300 selected enterprises in 
various parts of the country. They conducted follow-up 
checks on these enterprises and monitored their opera- 
tions on a periodical basis. 


Fourth, a loss-stopping fund was set up to help loss- 
suffering enterprises to stop their losses. In many local- 
ities, the financial department or the bank set aside a 
certain amount of money to establish such a fund. Its 
purpose was to assist hopeful enterprises in developing 
new products and conducting low-cost technological 
upgrading. Sometimes, the fund was used to fill up a 
temporary shortage of working capital or to pay interest 
on loans. This provided a favorable condition for loss- 
suffering enterprises to stop their losses. 


Fifth, efforts were made to increase production and 
boost revenue by relying on advance in science and 
technology. Some localities and departments, on the one 
hand, pooled financial resources to help loss-suffering 
enterprises to upgrade their equipment and manufac- 
turing processes with a view to fully tapping their own 
potentials. On the other hand, they encouraged loss- 
suffering enterprises to benefit from advanced science 
and technology, adopt new manufacturing processes, use 
new technology and equipment, and speed up the devel- 
opment of new products and the adjustment of their 
product mix. This way the enterprises could turn out 
quality and marketable products to compete with others 
so as to achieve the objective of stopping losses. 
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Sixth, all-out efforts were made to develop the tertiary 
industry and diversified operations. 


Apart from the above, the state adopted a series of new 
policies and measures to help eliminate losses suffered 
by some trades because of certain policies implemented 
in the past. This assisted greatly in promoting the 1993 
work of stopping losses and increasing profits for 
enterprises. 


te = for Stopping Losses and Increasing Profits in 
1 


The 1994 target for stopping losses and increasing profits 
for enterprises is to bring down the percentage of loss- 
suffering enterprises among the industrial enterprises 
contained in the state budget by 5 percentage points and 
to cut their total amount of losses by 10 percent com- 
pared with the 1993 records. 


To ensure the success of the 1994 work, all localities and 
departments are requested to do the following: 


A) It is imperative to stress the responsibility for stop- 
ping enterprises’ losses and continue to give them proper 
guidance according to the nature of their problems. All 
localities and departments should strengthen their lead- 
ership in organizing the work of stopping losses and 
increasing profits. They should continue the target 
responsibility system and set specific targets for the 
above-mentioned work to be met by various units and 
enterprises. They should see to it that clear-cut targets 
are assigned, and the individuals concerned are held 
responsible for the fulfillment of these targets. The 
management of all enterprises should make a list of their 
big loss-suffering units, investigate and study the prob- 
lems in each case, and work out solutions. Different 
solutions should be used for different factories, a::d 
deadlines should be set for them to correct their rrr »- 
lems. All loss-suffering enterprises are required to fo... 4 
loss responsibility mechanism and link the interests of 
their staff members and workers to the results they 
achieved in reducing and stopping losses as a way of 
reward or punishment. In addition, the economic and 
trade commissions, financial and audit departments, 
and the enterprise management should conduct period- 
ical supervision and inspection of the work of stopping 
losses and increasing profits. Regarding those loss- 
suffering enterprises whose performance is being fol- 
lowed up by the State Economic and Trade Commission, 
key leaders of local economic and trade commissions 
should be personally responsible for helping them solve 
practical problems and prompting them to stop or 
reduce losses as soon as possible. 


B) More efforts should be devoted to operational man- 
agement and to the tapping of potentials within enter- 
prises. All localities and departments should make fur- 
ther efforts to learn from and popularize the Handan 
Steel Plant’s experience and continue to gear up and 
improve the operational management of enterprises. It is 
important at present to beef up basic management, cost 
control, and the improvement of work shifts and groups. 


All localities and departments should institute a sound 
quota management procedure as well as other regula- 
tions, rules, and standards, and implement a strict per- 
formance evaluation system, using the management 
standards of domestic and foreign advanced enterprises 
as a reference. In addition, they should seriously imple- 
ment the “General Financial Guidelines for Enterprises” 
and the “Guiding Principles for Enterprise Accounting,” 
improve the economic accounting within enterprises, 
strictly enforce the budget system and financial work 
discipline, and lower all costs and expenses. 


C) Enterprises should be dealt with on their merits. 
Those hopeful of improvement should be given support. 
In the first place, where conditions permit, local author- 
ities and departments in charge of the specific trades 
should continue to put money into and make proper use 
of the loss-stopping fund. The fund should be used 
mainly for construction of small technological upgrading 
projects that can be applied to production within this 
year, are suited to small- and medium-sized enterprises, 
and can yield quick economic results. It should also be 
used to support loss-suffering enterprises in developing 
new products and to meet their needs for short-term 
working funds. Second, in budgeting and using various 
technological-transformation funds, the economic and 
trade commissions, as well as financial and banking 
departments, should set aside a certain amount for 
supporting loss-suffering enterprises in stopping their 
losses. Third, based on the inventory of the assets held by 
loss-suffering enterprises, plans should be worked out to 
solve the lingering problems left from the past. Fourth, 
after adopting the measure of granting loans to enter- 
prises based on their asset-to-liability ratio, banks should 
make some interim arrangements to support those 
hopeful enterprises in improving their production and 
operations and to assist certain loss-suffering enterprises 
in accelerating their product-mix adjustment. Presently, 
the State Economic and Trade Commission is consulting 
with the departments concerned in formulating concrete 
measures for loss-suffering enterprises to obtain work- 
ing-fund loans during the transitional period. 


D) Transformation of the enterprise operational mecha- 
nism should be put in high gear. Continued efforts 
should be made to implement the “Regulations on 
Transformation of Operational Mechanism of Industrial 
Enterprises Owned by the Whole People” and ‘“‘Regula- 
tions on Supervision and Management of Industrial 
Enterprises Owned by the Whole People” to break- 
through adjusting the enterprise structure. Enterprises 
that conform to the state’s industrial policy, are hopeful 
of improvement, and have a good market for their 
products, can be leased or sold to others, or merged with 
others. For those that have suffered losses for a long time 
with no hope of improvement, having more liabilities 
than assets, resolute action should be taken to allow 
them to apply for bankruptcy. In this way, we will be able 
to adjust our enterprise structure and fundamentally 
correct the mechanisms that cause losses to enterprises. 
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E) All-out efforts should be made to promote technolog- 
ical progress and further improve product quality. All 
localities and departments should energetically assist 
loss-suffering enterprises in importing advanced tech- 
nology, improving manufacturing processes, using new 
materials and substitutes, achieving more effective utili- 
zation of energy and raw materials, and minimizing the 
material consumed for making each unit of product. 
Meanwhile, they should make positive efforts to orga- 
nize and mobilize all staff members and workers to join 
the qualify control campaign and see to it that quality 
control is conducted at every step of the production 
process. For this purpose, strict metrological controls, 
acceptance tests, and quality-monitoring procedures 
should be put into effect at every link of production and 
operations. Loss-suffering enterprises should be encour- 
aged to develop competitive and quality products so as 
to achieve the goal of stopping losses and increasing 
profits. 


F) A wide-scale and in-depth campaign for “double 
increase and double economy” [campaign to increase 
production and practice economy and to increase reve- 
nues and retrench expenditures] should be launched. All 
enterprises are requested to carry forward the spirit of 
hard struggle, diligence, and frugality. Party and govern- 
ment departments, trade unions, Communist Youth 
League organizations, and women’s federations should 
all make concerted efforts with one mind, rely fully on 
the masses, and arouse their initiative and creativity to 
develop extensive and in-depth activities to “increase 
production and practice economy and to increase reve- 
nues and retrench expenditures,” so as to achieve sub- 
stantial results in stopping losses and increasing profits 
for enterprises. 


This year, the deepening of enterprise reform and the 
implementation of various reform measures will bring a 
drastic change to the external environment and the 
operational mechanism of enterprises. This will have a 
positive effect on improving the operations of our state- 
owned enterprises. On the other hand, however, enter- 
prises will be confronted with new questions. In partic- 
ular, those enterprises with more problems left from the 
past and greater difficulties in their operations will find 
it hard to completely adapt themselves to the new 
economic system and the new changes in the market. 
Thus, all localities and departments should proceed with 
enterprise reform in a deep-going and down-to-earth way 
as required by the “Resolution” of the Third Plenary 
Session of the 14th CPC Central Committee. They 
should guide enterprises to gear their operations to the 
market, beef up their management, make internal 
improvement, and quicken their pace of structural 
adjustment. In addition, they should lead enterprises to 
raise cconomic efficiency, improve quality in every 
respect, and strive hard to intensify the campaign for 
stopping losses and increasing profits. 


JPRS-CAR-94-033 
24 May 1994 


Current Status of Enterprise Losses, Solutions 


94CE0426A Kunming JINGJI WENTI TANSUO 
[INQUIRY INTO ECONOMIC PROBLEMS] 
in Chinese No 2, Feb 94 pp 14-15 


[Article by Wang Haiyan (3769 3189 1750) of Policy and 
Regulation Department, Anhui Provincial Economic 
Commission: “The Current Problem of Enterprise 
Losses and Its Solutions’—Responsible Editor: Shi 
Yinsheng (0670 1377 3932)] 


[Text] I. Main Features and Causes of Losses Suffered by 
Enterprises at Present 


Losses suffered by enterprises have long been a striking 
problem hampering China’s national economic develop- 
ment. Particularly in recent years, enterprises’ losses 
have continued to soar, imposing a heavy financial 
burden on the state and posing difficulties for enterprises 
to participate in competition and to operate and develop 
independently. According to statistic figures released, 
the amount of losses seems to have declined in the first 
half of 1993. The statistics show that from January 
through June last year, 31.1 percent of the state-owned 
industrial enterprises listed in the nation’s budget oper- 
ated in the red, a drop of 0.9 percentage point from the 
same period of the previous year. The amount of losses 
was 13.2 billion yuan, down by 16.5 percent compared 
with the losses registered a year ago. However, the 
declined figures were attributed mainly to a change in 
the petroleum industry’s accounting procedure. In June 
last year, the petroleum industry included in the profit 
and loss statement a price-differential income of 3 bil- 
lion yuan resulting from an upward adjustment of the 
price of crude oil sold during the first half of that year. If 
this extra income had not been taken into account, the 
total amount of losses suffered by the nation’s industrial 
enterprises for the first half of 1993 would have been 17 
percent more than the previous year's corresponding 
period. In July, the losses suffered by these enterprises 
soared sharply to 3.96 billion yuan. As can be seen from 
accounting figures, the losses for July was 51.5 percent 
more than that for June and showed a 200 percent rise, 
compared with the same month of the previous year. The 
increase in the number of loss-suffering enterprises and 
in the total amount of losses reported for July was due, in 
part, to the introduction of a new financial and 
accounting system, which brought to light the hidden 
losses of some enterprises. Another reason for the 
increased losses was that some enterprises suffered more 
operational deficits than before. Overall, enterprises’ 
losses are generally caused by the following factors: 


1. Enterprises are short of working capital. Because of 
the shortage of working capital, some enterprises have no 
money to buy raw materials, and production is in a state 
of suspension or semi-suspension. Since the beginning of 
last year, one-third of the enterprises in Chongqing City 
in the fields of the light, textile, and chemical industries 
have totally or partially suspended their production, and 
the staff members and workers put on the “special leave” 
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status have exceeded 100,000. These staff members and 
workers receive only a living allowance of about 50-70 
yuan a month from their employers. In Jiangsu Province, 
649 enterprises had totally or partially suspended their 
operations, and 297,000 people’s jobs had been affected 
as of the end of July. 


2. Transportation facilities are inadequate in all places. 
During the past few years, with the accelerated pace of 
the reform and opening-up drive, production and con- 
struction have developed by leaps and bounds, the 
economy has developed quickly in coastal areas, and 
imports and exports have grown steadily. All this has 
made our transportation facilities even more inadequate 
to meet the demands. During the period from January to 
July, our gross industrial output increased 25.1 percent, 
but the volume of goods transported declined 0.3 per- 
cent. At some critical points along the trunk railways, the 
freight-handling capacity can only meet 30-40 percent of 
the requirements. As transportation capacity falls short 
of the demands, large stockpiles of raw materials and 
other supplies in inland provinces cannot be sent out, 
nor is it possible to fully utilize the processing capacity 
and marketing advantage of coastal areas. Under such 
circumstances, quite a number of enterprises have to 
base their production plans on the transportation space 
available and rely on transportation facilities for their 
“survival.” Unfortunately, the problem that out-bound 
cargoes cannot be loaded on the train and sent out 
promptly and in-bound cargoes cannot be unloaded in 
time to meet the needs has become more and more acute 
with each passing day. 


3. State-owned enterprises have to bear heavy financial 
burdens and are faced with a relatively serious problem 
of unfair competition. First of all, they have a heavy tax 
and profit-contribution burden. In 1991, the output 
value of state-owned industrial enterprises accounted for 
64 percent of the nation’s total, while the revenue they 
turned over to the state made up 79 percent of the total 
revenue contributed by enterprises. For nonstate-owned 
enterprises, the percentages were only 36 percent and 21 
percent respectively. In 1991, state-owned enterprises 
gave 94.8 percent of their revenue to the state in the form 
of taxes and pre‘it contribution. The percentage of 
revenue turned over to the state as taxes and profit 
contribution was 76.6 percent for collective enterprises 
and 51 percent for other enterprises (including the three 
kinds of foreign-funded enterprises). Second, state- 
owned enterprises have too many superfluous personnel. 
In most cases, 20-30 percent of the personnel are super- 
fluous. But they cannot be dismissed because so far our 
society has no sound unemployment-welfare or social- 
security system to take care of them. Besides, there is a 
large number of retired workers that the enterprises must 
take care of. In most state-owned enterprises, the retired 
personnel are equivalent to 22 percent of the incumbent 
employees. In some old enterprises, the retirees and the 
incumbent employees are in a 1:1 ratio. Third, the 
enterprises have to bear the heavy burden of providing 
social welfare benefits to their employees. All the above 
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have intensified the problem of unfair competition 
among enterprises of different ownership systems. This, 
coupled with state-owned enterprises’ own problems 
regarding operational mechanisms and management, has 
curtailed their growth and slimmed down their share in 
the nation’s gross value of production. In 1991, the 
output of state-owned industrial enterprises accounted 
for 63.8 percent of the nation’s gross value of industrial 
production. It fell to 59.2 percent in 1992 and 53.9 
percent in the period January-July 1993. 


4. There have appeared more factors causing the expen- 
diture to increase and revenue to shrink. Beginning | 
July, the railway freight rate has increased by an average 
1.5 fen per ton-km. The electricity charge also rose on | 
July by an average 2.75 fen for each kwh. The interest 
rate on bank loans has been raised twice by 0.8 and 1.38 
percentage points, respectively. All these factors have 
increased the enterprises’ expenditure and reduced their 
revenue. 


5. A new financial and accounting system has been put 
into effect. The “General Financial Guidelines for Enter- 
prises” and “Guiding Principles for Enterprise Account- 
ing,” both effective on | July, have enabled enterprises 
to raise their depreciation rate, increase their technolog- 
ical development expense, and set up a reserve for bad 
debts, thus boosting their capacity for sustained devel- 
opment. In doing so, however, they have also increased 
their operating costs. In addition, the new financial and 
accounting system has exposed the hidden losses and, 
therefore, reduced the profit figure on the book. This has 
aggravated the problem of losses suffered by enterprises. 


II. Attitude To Be Taken Toward Losses Suffered by 
Enterprises 


In the market economy, profit and loss are both normal 
for enterprises. In foreign countries, some enterprises are 
constantly operating in the red. It is, therefore, not 
surprising that some enterprises in our country have 
suffered losses. To eliminate all loss-suffering enterprises 
in developing the economy is not a realistic thinking. 
However, if more than one-third of our enterprises are 
suffering losses, the situation is abnormal—it indicates 
that some aspects of our economy should be adjusted. In 
view of our current situation with respect to loss- 
suffering enterprises, we should at least do the following: 


1. We should maintain a relatively stable macroeco- 
nomic environment. Facts have proved that in our 
country the proportion of loss-suffering enterprises to 
the total number of enterprises is closely related to the 
macroeconomic environment. When the macrocco- 
nomic environment is “hot,” there are always a greater 
number of enterprises suffering losses. By maintaining a 
relatively stable macroeconomic environment, we can 
perceive the real situation of losses suffered by enter- 
prises and how serious the problem is. This will also help 
ensure the relative stability and correct the abnormal 
swelling of the number of loss-suffering enterprises. 
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2. Among the loss-suffering enterprises in our country, a 
sizable number have suffered losses for a long time. 
Some are already in a state of less assets than liabilities. 
We have tried for a long time to “rescue” these enter- 
prises, but without success. As a matter of fact, if these 
enterprises are incorrigible, we should resolutely let them 
go bankrupt and close down. Prolonging the status quo 
can in no way help these enterprises stop losses and 
increase profits, nor is it possible to make effective use of 
the state assets held by them. 


3. An enterprise's deficit often involves a number of 
factors. One factor may be the incompetence of the 
factory director. Another factor may be too heavy finan- 
cial obligations apportioned to the enterprise. Still 
another factor may be that its line of business is not right 
from the very beginning. So the work of stopping enter- 
prises’ losses and increasing their profits should not be 
just “whirling” among economic departments. Rather, it 
should be attended to by the entire society. 


III. Several Measures To Stop Enterprises’ Losses and 
Increase Their Profits 


1. It is imperative to rationalize the property rights of 
enterprises and transform their operational mechanism. 
Now, while transforming enterprises’ operational mech- 
anism in accordance with the “Regulations on Transfor- 
mation of Operational Mechanism of Industrial Enter- 
prises Owned by the Whole People,” some local 
authorities and enterprises have gradually extended their 
reform efforts to rationalizing property rights. State- 
owned enterprises can be divided into two groups in 
terms of their property rights. One group must keep to 
the state ownership. This group consists mainly of big 
and extra big enterprises in the basic sectors of the 
national economy. We should clarify the property rights 
and beef up the management of the state assets held by 
these enterprises. Under the legal-entity property system, 
we should grant these enterprises the status of legal 
entities and go all out to reorganize them into companies 
in an effort to form a modern enterprise system. The 
other group are enterprises that can have multiple prop- 
erty rights. They include predominantly those engaged in 
competitive production. In addition, we should ratio- 
nalize the relationship between the central and local 
property rights and take various steps to transform 
state-owned enterprises into shareholding enterprises, 
such as selling a part of their original and newly acquired 
assets as shares to collectives and individuals, absorbing 
investment from other enterprises and the public, and 
developing joint ventures, legal-entity shareholders, and 
proprietary companies. 


2. With respect to our guiding thought for economic 
work, we should shift emphasis from speed to efficiency. 
So far, comrades in some localities, departments, and 
enterprises have not changed their thinking and view- 
point. When addressing the question of accelerating 
development, they stress the need to boost the output 
value, increase the speed of growth, launch new projects, 
and expand the scope of development. They regard the 
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work of stopping losses and increasing profits and the 
campaign to raise efficiency as non-concrete tasks, which 
require great efforts but yield no appreciable results. 
This is a misunderstanding. No matter how fast the 
economy grows, it 1s of no use if things are done without 
efficiency. At this time, it is important to speed up the 
self-sustaining development of the whole economy and 
make every effort to raise our economic efficiency. In no 
way should we blindly seek a high-speed growth of 
production. 


3. Enterprises should continue to devote their efforts to 
meeting market demands. They should study the law of 
market, do well in market forecasting, and take an active 
part in market competition at home and abroad. Based 
on market demands and their own conditions, they 
should develop new products in good time and make 
ceaseless efforts to explore new markets in accordance 
with the law of value. Meanwhile, they should adjust 
their operational strategies from time to time in line with 
the demands on the market and changes in the environ- 
ment and dare to find ways for their survival and 
development amid acute competition. In addition, they 
should gear up the marketing work and offer good 
after-sale service. 


4. Great efforts should be made to promote technological 
progress. More work should be done to let enterprises 
have decision-making power with regard to technolog- 
ical transformation and investment. It is imperative to 
ensure the progress and completion of the projects 
currently under construction and see to it that they are 
put into operation and meet the production targets as 
scheduled. In particular, enterprises should do well in 
introducing advanced technology from abroad and ener- 
getically translate successful scientific and technological 
research results into new productive forces. Meanwhile, 
they should further improve their product quality, stren- 
uously follow and make perfect the comprehensive 
quality control procedure, and institute a quality assur- 
ance system. And they should launch an extensive and 
in-depth campaign to achieve double increase and 
double the economy [a campaign to increase production 
and practice economy and to increase revenue and 
retrench expenditures]. 


State Adopting Measures To Guard Against Asset 
Losses 


94CE0464A Beijing JIDIAN RIBAO in Chinese 
19 Apr 94 p 1 


[Article by Xin Hua (6580 5478): “The State Is Taking 
Steps To Curb the Loss of State Assets”’] 


[Text] The erosion of state assets is being paid great 
attention by the departments concerned, with the state 
now taking steps, such as perfecting laws and intensi- 
fying reform of our state assets management system, to 
solve the problem of state assets losses. The erosion of 
state assets occurs mainly during the establishment of 
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“the three kinds of foreign trade” and shareholding- 
system enterprises, when scientific appraisals of state- 
enterprise assets are not or were not made, thus turning 
state assets through various channels into collective, 
individual, and foreign-firm assets, for a loss to the state. 


A survey conducted in 1993 found that of over 10,000 
State enterprises operating as Sino-foreign joint or con- 
tractual joint ventures, evaluations of the Chinese side’s 
assets had been conducted in only one-third of the cases. 
And most enterprises evaluate only book assets, creating 
a loss of state assets of about 30 billion yuan a year. 


Not evaluating or underevaluating state assets when 
organizing shareholding enterprises are also common. In 
addition, the uncompensated use of state assets to set up 
enterprises and administrative-institution units of all 
[ownership] natures, also causes erosion of state assets. 


It is estimated that 1n the last decade, state-assets losses 
have amounted to about 500 billion yuan, making tax 
and state-assets losses two major severe problems for the 
Chinese economy. 


While developing a market economy, the Chinese Gov- 
ernment has always adhered to the dominance of the 
state-owned economy in our national economy. Even 
now, key products of importance to the national 
economy and the people’s livelihood are still produced 
mostly by state enterprises, which still provide most state 
revenue. The economic might of state enterprises is 
growing steadily, with state assets worth 2.6846 trillion 
yuan in 1991, and growing 14.3 percent to 3.0697 trillion 
yuan by 1992. 


Analysis shows that the key reason for the loss of state 
assets 1s that the state has not yet established a uniform 
and effective state assets management system, with the 
functions of current state assets management depart- 
ments at all levels not having been converted, and 
pertinent state assets management laws incomplete, 
leaving state assets management lacking a grounding in 
higher level and more authoritative laws. In addition, as 
property rights mechanisms have not yet been provided 
access to enterprises and, when property rights are sold, 
certain local governments practice improper administra- 
tive interference, artificially forcing down the proportion 
of state-asset shares in “the three kinds of foreign trade” 
and shareholding enterprises. 


To change this severe loss of state assets, China is now 
taking a series of steps. 


First, we are inventorying in a planned way state assets 
and funds, through which we are clarifying our resources, 
to verify and appraise state capital funds. We completed 
this task for 10,000 state enterprises in 1993, and will do 
so for another 10,000 in 1994. 
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We have given permission to over 1,000 accounting and 
auditing agencies throughout China to provide assets- 
evaluation services, paving the way for valid and accu- 
rate assets evaluations of all concerned parties when 
state enterprises sell [transfer] property rights. 


Meanwhile, enterprise assets-evaluation certificates cer- 
tified by the state assets management sector have 
become essential examination and approval documents 
for upgrading enterprises to Sino-foreign joint ventures 
and shareholding. 


It is understood that the NPC Standing Committee is 
now drafting a “State Assets Law,” which will be 
included in its immediate legislative plans, and is 
speeding up the formulation of “Terms for the Oversight 
and Management of State Enterprise Assets,”’ and eval- 
uation targets and methods for state assets value- 
preservation and appreciation. 


State Administration of State Property officials say that 
for all future state-enterprise property-rights alterations, 
we will conduct inventories of assets and funds, delim- 
iting property rights, settling bonded debts, and regis- 
tering property rights, to establish a rigorous examina- 
tion and approval system. 


Symposium Discussing Modern Enterprise System 


94CE0430A Beijing JINGJIXUE DONGTAI 
[ECONOMIC DYNAMICS] in Chinese No 2, 
18 Feb 94 pp 30-34 


[Article by Shan Shan (1194 1194) of the Scientific 
Research Bureau under the Chinese Academy of Social 
Sciences: ““Consolidated Report on Symposium 
Discussing Theory and Practice of Modern Enterprise 
System”—Responsible Editor: Xiao Da (2556 6671)} 


[Text] To carry out the guidelines contained in the 
decision of the Third Plenary Session of the 14th CPC 
Central Committee, transform China’s state-owned 
enterprises into companies, and establish a socialist 
modern enterprise system in our country, the Institute of 
Industrial Economics under the Chinese Academy of 
Social Sciences sponsored a “Symposium on Theory and 
Practice of Modern Enterprise System” in Beijing from 
30 November to 3 December 1993. Attending the sym- 
posium were factory directors and managers from nearly 
40 medium-sized, large-, and extra large enterprises 
around the country and economics scholars in the 
capital. 


Proceeding from reality, the entrepreneurs summed up 
the experiences and lessons obtained in recent years in 
conducting enterprise reform and exchanged their views 
on how to build a modern enterprise system in our 
country. The economists expounded the essence and the 
prime importance of building such a system from both 
the theoretical and practical viewpoints. They also dis- 
cussed such questions as theoretical and practical diffi- 
culties in building China’s modern enterprise system as 
well as ways, methods, and strategies to be adopted to 
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transform existing enterprises. One salient feature of this — should be scientific and standardized. And there should 
symposium was that economists and entrepreneurs got _ be a real change in the government functions in relation 
together to discuss an important issue on economic _ toenterprises. To this end, the modern enterprise system 
reform. Highlights of the symposium follow: should contain the following: a) a criterion for regulating 
the relationship between the government's administra- 
tive department and enterprises; b) a criterion for regu- 
lating the relationship between enterprises and the 


The Third Plenary Session of the 14th CPC Central departments controlling and managing state assets; c) a 
Committee decided unequivocally that the reform of our Criterion for regulating the relationship among owners, 
state-owned enterprises should be oriented toward the | Managers, and employees; and d) a criterion for regu- 
modern enterprise system. What is the modern enter- _!ating the relationship between investors’ ownership and 
prise system? What are covered by this system? But what _ the property rights of legal entities. 

is its essence? These were priority and principal ques- 
tions studied and discussed by the participants in the 
symposium. As can be seen from their discussions, the 
modern enterprise system is very compiehensive in 
nature, and divergent views existed on the tasks of 
building such a system in our country. 


I. Contents and Essence of Modern Enterprise System 


4. The core of the modern enterprise system is the 
legal-entity system, that is, the system widely practiced 
in the world that treats companies as legal entities. It 
consists of many elements, including the systems for 
property rights, accounting, organization (types of enter- 
prises), and management (organizations and depart- 
| The modern enterprise system has come into beingto -' ™ents). In essence, it has the following characteristics: 
suit the needs of meeting the needs of the market On the one hand, the state holds the ultimate ownership 
economy. It basic components are: a) a legal-entity _ of the property of state-owned enterprises, thus ensuring 
system whereby enterprises themselves are responsible their public ownership. On the other hand, the enter- 
for their profits and losses; b) an enterprise leadership _—Prises, based on the property rights of the legal entities, 
system characterized by vertical delegation o* power;c)a are truly independent commodity producers and man- 
standardized financial and accounting system; d) an agers responsible for their own profits and losses, and 
enterprise income distribution system which benefits all they function as the mainstay on the market. The system 
concerned, and e) an enterprise personnel and labor Of companies as legal entities serves as a link between 
system whereby employment is based on two-way choice —_ Public ownership and the market economy. 

between the employer and employee. To build such a 
modern enterprise system, China must conduct thor- 
oughgoing reforms in the above-mentioned five areas. 


5. The key to instituting the modern enterprise system is 
to recognize the legal entities’ property rights and the 
investors’ rights of investment. The characteristics of the 


2. Tasks for building a modern enterprise system in  SyStem in this respect are: clearly defined property rights, 
China should include: a) Institution of a scientific prop- _ ¢xplicitly specified authority and responsibility, separa- 
erty rights system. This requires the entrepreneurial on of government administration from enterprise man- 
management of the departments that deal with enter- | agement, scientific management methods, and suit- 
prise property rights. These departments should be able _— ability to the needs of the market economy. 

to reflect and adjust the property rights structure based 
on the given ownership. b) Rationalization of the enter- 
prise organization. China’s enterprise reform has devel- 
oped from the implementation of the policy of granting 
power to enterprises to the stage of instituting a new 
enterprise system. Companies are the most typical, 
advanced and effective form of enterprise organization 
under the condition of the market economy. c) Improve- 
ment of enterprises’ internal systems, aimed at switching 
their function from pure production management to 
all-round operational management. d) Transformation 
of enterprises’ internal management systems, including 
the legal system, leadership system, unemployment 
insurance system, income distribution system, cadre and 
personnel system, and labor employment system. 


6. The modern enterprise system has been created to 
meet the needs of the market economy. Therefore, it has 
the following characteristics: a) All enterprise activities 
are centered around the market. Enterprises base their 
production on supply and demand in the market and are 
the mainstay in market activities. b) Enterprises really 
operate on their own; they are no longer belongings of 
the government. c) All enterprise activities are based on 
profit-making. Enterprises themselves are responsible 
for their profits and losses and exercise self-restraint. d) 
Through the market mechanism, enterprises compete 
with each other on an equal basis and achieve self- 
improvement. Successful enterprises prosper, while 
those which fail in the competition are eliminated. 


2 The . . = : , . 
3. The following objectives should be achieved in II. Questions To Be Resolved and Measures To Be 


building the modern enterprise system: Enterprises Taken in Transforming State-Owned Enterprises Into 


should be relieved from the status of affiliation with Companies and Building the Modern Enterprise System 
government departments so as to truly separate enter- 


prise management from government administration. 1. Question of understanding. Although the decision of 
They should become legal entities responsible for their =the 14th CPC National Congress unequivucally points 
own profits and losses and acting as the mainstay on the _—_— out that building a modern enterprisc: system represents 
market. Their organizational and managerial systems _ the direction that all enterprises should keep to, and 
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most people understand in varying degrees the need for 
transforming state-owned enterprises into companies, 
some still take a negative or skeptical attitude toward 
this question. They equate the implementation of the 
shareholding system and the reform of the enterprise 
system and the property rights system to a change of the 
ownership system. According to these people, imple- 
menting the shareholding system and reforming the 
property rights system are acts of privatization. This is 
incorrect. It should be noted that the ownership system 
embodies the essence of the relations of production. It 
deals with property relations in the perspective of prop- 
erty ownersnip. The shareholding system, on the other 
hand, deals with property relations from the producers’ 
standpoint. The new enterprise system is aimed at cre- 
ating an effective form of the state-owned sector of the 
economy. The focal point is to change the ineffective 
state asset management under the old system and design 
an enterprise system compatible with the market 
economy. There is no such question as using the new 
enterprise system to change the socialist ownership 
system. 


2. Rationalization of property rights relations and estab- 
lishment of a new property mghts system for state-owned 
enterprises. The state may, through entrusted manage- 
ment, enable enterprises to hold legal-entity property 
rights to state assets. This clarifies the state-enterprise 
relationship with respect to property rights. At the same 
time, the state should undertake limited responsibilities 
on the state assets used by enterprises. 


3. Definition of property rights. While transforming 
enterprises into companies, how to scientifically classify 
and define property rights is a central question in 
building the modern enterprise system. In principle, the 
ownership of state assets belongs to the state, while 
enterprises possess all the legal-entity property rights 
resulting from the investments made by investors, 
including the state. However, the concept of ownership 
by the state is too generic and is apt to create a situation 
of no specific representative of the owner. For this 
reason, some participants in the symposium made the 
following suggestion: State property rights should be 
divided into different levels; that is, the owners should 
be diversified and the property rights held by different 
levels of government. According to our present govern- 
ment financial system, four levels of government can 
hold property rights, i.e., the central, provincial, prefec- 
tural, and county levels. Defining the property rights 
according to the principle that whoever made the invest- 
ment has the property rights and receives the returns will 
help solve the problem of no definite state asset owner. 
As to more specific and complicated questions, such as 
how to define the property rights to new fixed assets 
resulting from technological-upgrading investment using 
enterprises’ own funds or loans, some clear-cut provi- 
sions snould be worked out. In this regard, some partic- 
ipants suggested that a concrete analysis be made of the 
tecnnological-upgrading funds. If the principal and 
interest on the loan have been repaid, they said, the 
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related assets may be treated as shares held by the legal 
entity. If the enterprise cannot pay back the loan, the 
related assets should become investment by the state or 
the bank concerned. 


4. Appraisal of assets. In transforming state-owned 
enterprises into companies, a key task is the appraisal of 
their assets. State assets should be appraised by indepen- 
dent intermediary service organizations. In doing this, it 
is imperative to minimize administrative intervention, 
seek truth from facts, keep to the “Provisions Governing 
State Asset Appraisal,” and take into account both 
tangible and intangible assets. Appraisal of tangible 
assets should be based on their replacement value. The 
original inventory should be treated as shares held by the 
state, while additional assets should be turned into 
shares held by the legal entities. Land may be appraised 
in accordance with the State Land Management Regula- 
tions and the current land market price. Intangible assets 
should be transferred according to law with attention to 
protecting the creditors’ due interests. As for patents and 
proprietary technologies, consideration should be given 
to such factors as the scope of application and approved 
duration of technical secrecy so that the appraisal will 
fully reflect their effective value. 


5. Management of state assets. In addition to defining 
property rights and appraising assets, how to manage 
state assets is also a very important question in trans- 
forming state-owned enterprises into the shareholding 
system. A suggested solution is to establish a sound 
three-tier organizational structure for the control and 
management of state assets: a) Establishment of a state 
asset administrative department to ensure the effective 
utilization and appreciation of state assets. b) Establish- 
ment of intermediary organizations for managing state 
assets, such as investment companies, holding compa- 
nies, and enterprise groups. This way enterprises 
engaged in production and other operations will not be 
linked directly to the government’s administrative 
departments, thus ensuring the separation of enterprise 
management from goverrment administration. c) Man- 
agement of state assets in the same way as financial 
management with attention to preserving their value and 
ensuring their mobility. 


6. Need to choose the right forms of stockholding in 
transforming state-owned enterprises. In line with 
China’s actual conditions, the following forms may be 
adopted according to the types of investments: a) Com- 
panies wholly owned by the state. In general, this form is 
suitable for enterprises making special-category products 
or producing armaments. b) Stock companies with con- 
trol shares held by the state. In most cases, this is suitable 
for backbone enterprises in the fields of pillar and basic 
industries. c) Stock companies with shares held by both 
the state and the enterprises as legal entities. Generally 
speaking, this is suitable for enterprise groups and enter- 
prises with diversified investments. d) Stock companies 
with shares held by their employees. e) Stock companies 
which are Sino-foreign joint ventures. 
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7. Appropriate solution to problems left by enterprises. 
a) Debts. Although state-owned enterprises have under- 
gone reform, in general their economic returns remain at 
a low level, and most of them are debt-ridden because 
the fundamental question of property rights has not been 
well resolved. According to estimates by the department 
concerned, industrial enterprises contained in the state 
budget are laden with working-fund loans and special- 
purpose loans, totaling 800 billion yuan. If all their 
profits were used to repay these loans, it would take 18 
years to clear up the debts, calculated at the 1990 interest 
rate. The interest alone amounts to tens of billions of 
yuan a year. In view of this, some participants suggested 
that, in the transformation of the enterprises into com- 
panies, debts between legal entities be treaied as shares 
given by the debtors to the creditors. b) Social welfare 
burdens. First, most state-owned enterprises have the 
problems of being overstaffed and a growing number of 
retired personnel of whom to take care. Statistics show 
that about 20 percent of their personnel are superfluous, 
and another 20 percent are retirees. In addition to 
establishing as soon as possible a social insurance system 
and an old-age insurance system to solve these problems, 
some participants suggested that, when appraising the 
enterprises’ total assets, a proper amount of money be set 
aside as a settlement assistance fee to guarantee the 
livelihood of the laid-off and retired employees. At the 
same time, the laid-off and retired employees are encour- 
aged to engage in the tertiary trade to support them- 
selves. Second, enterprises are now providing social 
welfare benefits to their employees. This entails great 
difficulties, numerous problems, and remarkable contra- 
dictions. The work involved is extremely comprehensive 
and complicated. To provide such benefits to the 
employees not only brings numerous problems to enter- 
prise management, but also creates contradictions 
between the enterprises and the government. It was 
suggested that, after the enterprises have been reorga- 
nized, their non-business facilities, such as dependent 
schools, clinics, mess halls, and housing agents, be oper- 
ated by the new companies under a special program, and 
that a fee be charged for the use of these facilities. This 
will not hurt the shareholders’ interests and, at the same 
time, satisfy the needs of the employees. Third, enter- 
prises are burdened with unreasonably exacted fees. It is 
expected that this problem will be radically removed 
after the enterprises have been transformed into compa- 
nies, their legal-entity status has been gradually clarified, 
and the reforms in the government’s functional and 
other departments have developed in depth. At this 
time, it is imperative to strictly enforce the state reguia- 
tions on banning unwarranted exaction of fees so as to 
lessen the enterprises’ burden and facilitate their trans- 
formation into companies. 


8. Establishment of a new management system within 
enterprises. After transformation into companies, state- 
owned enirprises should deepen the reform of their 
labor, personnel, income distribution, management, and 
leadership systems, optimize their structure, and 
quicken the change of their operational mechanism so 
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that they will have a higher labor productivity, better 
product quality, and lower production costs, all of which 
are prerequisite to success in market competition. First, 
with regard to the reform of the ‘ibor employment 
system, there are two major tasks: Enterprises should 
gain the power—namely, the power to hire employees. 
The government should build the market—that is, culti- 
vate and transform the labor market. In this regard, 
some participants suggested a labor employment system 
based on two-way free choice between enterprises and 
employees and a combination of regular, contract, and 
temporary workers. In most cases, the contract worker 
system should be used, while, in a few special cases, the 
temporary worker system may be adopted. The above- 
mentioned three kinds of workers have different pay 
scales, but their status is not unchangeable. In addition, 
efforts should be made to improve the employees’ per- 
formance evaluation system and the social security 
system. Second, it is necessary to modernize our enter- 
prise management—from the management mentality to 
the ways and means of management—and to build a 
high-efficiency and quickly reactive enterprise organiza- 
tional structure. In reforming enterprise management 
organization, the difficulty lies in how to separate sup- 
plementary units from main units, how to settle the 
surplus employees, and how to avoid double taxation 
after the separation of supplementary units and the 
formation of new enterprises. Third, a modern enter- 
prise financial and accounting system should be estab- 
lished in compliance with the requirements set forth in 
the “General Financial Guidelines for Enterprises” and 
the “Guiding Principles for Enterprise Accounting.” 
Fourth, it is necessary to standardize the activities of 
enterprises and accelerate the transformation of their 
internal operational mechanism. Fifth, the leadership 
system in enterprises should be reformed. Under the 
modern enterprise system, enterprises should have the 
power to manage their financial affairs, make opera- 
tional decisions, and direct and supervise their produc- 
tion and other operations. Because of this, there should 
be a multilayered leadership system based on vertical 
delegation of power, consisting of the shareholders’ 
meeting, board of directors, board of supervisors, and 
managerial group. These organizations should exercise 
power of riajor policy making, power of supervision, and 
power for the formulation and implementation of poll- 
cies on day-to-day business. Meanwhile, the modern 
enterprise leadership system should adhere to the prin- 
ciple that the party plays a core role in the ideological 
and political work within enterprises. Also, it should 
carry forward the role of the workers’ congress in dem- 
ocratic management of enterprises. Party committees, 
trade unions, and staff and worker representatives 
should get involved in the work of the boards of super- 
visors and directors so as to enlarge the scope and 
enhance the substance of democratic management of 
enterprises. 


9. Acceleration of all supplementary reforms and 
improvement of enterprises’ external environment. a) 
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We should change the government’s economic manage- 
ment function and, instead, set up a macro-regulatory 
and control system relying mainly on indirect means: To 
this end, we should, first of all, deepen the price reform 
and form a pattern whereby the price is determined by 
supply and demand. Second, we should have a unified 
tax system so that enterprises can compete on the market 
on equal terms. Third, we should make all-out efforts to 
cultivate the market and form an integrated, open, and 
orderly market system so as to provide enterprises with a 
sound market environment. b) We should set up and 
develop various kinds of intermediary organizations and 
institute a system which requires these organizations to 
undertake certain responsibilities. c) We should create 
an environment for implementing the legal system so 
that there are laws for enterprises to follow in conducting 
their economic activities. This work includes the perfec- 
tion of the Enterprise Bankruptcy Law. Meanwhile, we 
should form a property rights market and optimize the 
allocation of resources in society. c) We should build a 
multilayered social security system and improve the 
old-age and unemployment insurance systems. The 
social security system should start as a rudimentary 
welfare program, and its scope should be gradually 
expanded to include medical, housing, and education 
benefits. As to the financial sources for the insurance 
systems, the state, enterprises, and employees are 
required to share the burden in a reasonable way. 


III. Ways and Means for Transforming State-Owned 
Enterprises Into Companies 


1. Different views exist on the possibility of turning 
state-owned enterprises into companies: a) The transfor- 
mation of state-owned enterprises into companies is due 
to the following reason: The organizational form and 
operational mechanism of wholly-state-owned enter- 
prises cannot meet the needs of development of the 
market economy, and a general expansion of enterprise 
power is not a radical solution to the longstanding 
problems. Transformation of enterprises into companies 
will enable them to build sound mechanisms for pro- 
moting production and sales and for motivating, devel- 
oping, and restraining themselves. Such transformation 
will also be an effective way to form a correct relation- 
ship between the state and enterprises. Now, in our 
country, the development of the multiple-ownership 
system, diversification of principal investors and bene- 
ficiaries, and expansion of lateral cooperation among 
enterprises have provided favorable conditions for 
developing stockholding enterprises. For this reason, we 
should turn state-owned enterprises into companies and 
speed up their transformation toward the shareholding 
system. ) It is rather difficult to transform large and 
medium-sized state-own enterprises into the stock- 
holding system. Without proper solutions to the ques- 
tions concerning asset appraisal, property rights, and 
employees’ social welfare benefits, the shareholding 
system is only an exploratory, trial system, and most 
state-owned enterprises cannot be changed into compa- 
nies. However, we may “copy the system to change our 
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mechanism.” That is, we may copy the company’s 
system, including its legal-entity status and internal 
management organization, to achieve the objective of 
transforming our enterprises’ operational mechanism. 
To do this, we should continue to base the work on the 
“Law Concerning Industrial Enterprises Owned by the 
Whole People” and “Regulations on Transformation of 
Operational Mechanism of Industrial Enterprises 
Owned by the Whole People.” We should give state- 
owned enterprises decision-making power with regard to 
management, grant them the status as legal entities, and 
establish as soon as possible an enterprise organizational 
system modeled on the management structure of 
companies. 


2. Scope of transformation to companies (shareholding 
system): (a) Shareholding is a good system for developing 
the market economy and optimizing the ownership 
structure. Stock companies can sever the link between 
the government and enterprises and achieve the goal of 
separating ownership from the power of management. 
They are the most suitable form of enterprise organiza- 
tion for the development of the market economy. There- 
fore, all-out efforts should be made to popularize stock 
companies and make them the principal type of enter- 
prises in China. Nonetheless, not all enterprises can be 
switched to the shareholding system. For this reason, 
state-owned enterprises should be transformed into the 
following different organizational forms: Enterprises of 
unitary ownership by the public with their capital owned 
by the central government or a local government at a 
certain level. Enterprises of multiple ownership by the 
public (which have been transformed into stock compa- 
nies) with their capital owned jointly by the central and 
local governments or by different local governments. 
Enterprises with the government holding control 
shares—in these enterprises the government shares play 
a leading role. And enterprises with the government 
holding regular shares—in these enterprises the govern- 
ment acts merely as a regular shareholder, not as a 
controlling shareholder. (b) Relatively speaking, the 
shareholding system is suited to those large and medium- 
sized state-owned enterprises which have to face compe- 
tition in doing their business and which should reorga- 
nize their production elements. Therefore, we should 
define a proper scope for the implementation of the 
shareholding system. 


3. How to transform enterprises into companies. Most 
participants said that the majority of China’s enterprises 
should be transformed into limited-liability companies. 
Specific comments were as follows: a) Transformation of 
state-owned enterprises into companies is to change the 
“factory-type” enterprises owned solely by the state and 
managed directly by the government into “company- 
type” enterprises with multiple investors and managed 
by the enterprises themselves. For most enterprises, the 
type of company to be adopted is the limited-liability 
company. This type of company has many advantages: 
Its capital can be pooled quickly, and its operation is 
relatively simple. The transformation is easy and not 
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costly. Its activities can be easily standardized. A small 
number of enterprises with heavy renovation or expan- 
sion tasks or requiring large amounts of funds for pro- 
duction and construction may be turned into limited- 
liability stock companies. In general, however, state- 
owned enterprises should not be transformed into 
wholly-state-owned limited-liability companies so as to 
avert the appearance of flipped-plate companies [fan pai 
gong si 5064 3654 0361 0674; referring to government 
institutions that have been turned into companies but 
illegally use previous government connections for profi- 
teering], which will be a new obstacle to the in-depth 
development of the reform. Methods to avoid this are 
letting legal entities buy each other’s shares, converting 
debts into shares, soliciting foreign investors, and 
absorbing capital from society as investment. b) The 
purpose of transforming our state-owned enterprises into 
companies is to correct a drawback of these enterprises, 
namely, the unitariness and abstractness of their prop- 
erty rights, and to separate government administration 
from enterprise management through the diversification 
of property rights and the clarification of relations of 
property rights. Therefore, in the transformation of 
enterprises into companies, only a few of them should be 
turned into companies of sole proprietorship, while most 
should become limited-liability companies or limited- 
liability stock companies with diverse investors. The 
choice depends on the enterprises’ internal and external 
conditions. In foreign countries, big enterprises are gen- 
erally limited-liability stock companies, while most 
small and medium-sized enterprises are limited-liability 
companies. In China, we should try to limit the number 
of companies of sole proprietorship when transforming 
our state-owned enterprises into companies. To do this, 
we should let legal entities become shareholders and 
encourage them to buy each other’s shares. c) Judging 
from China’s actual conditions, it will be impossible to 
turn all state-owned enterprises into listed stock compa- 
nies. Most enterprises should be transformed into either 
limited-liability companies (including Sino-foreign joint 
ventures) or wholly-state-owned companies. d) One of 
the significant reasons for proposing a modern enterprise 
system is to treat wholly-state-owned companies as a 
company category and, in a certain sense, distinguish 
them from stock companies. Under the present circum- 
stances, however, wholly-state-owned companies are 
viewed as a kind of limited-liability company rather than 
a separate category. Compared with state-owned enter- 
prises, whole-state-owned limited-liability companies 
represent a leap from unlimited-liability enterprises 
which are not legal entities to limited-liability enterprises 
which act as legal entities. The transformation of big and 
medium-sized state-owned enterprises into limited- 
liability companies may be carried out as an interme- 
diate step. In the future, however, most of them should 
be turned into stock companies or openly listed stock 
companies. 


4. The question of legal entities as shareholders and legal 
entities holding each other’s shares. Following views 
were expressed at the symposium: a) In transforming 
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state-owned enterprises into companies, we should let 
legal entities hold shares and especiali, hold each other's 
shares. Participants holding this view deemed it neces- 
sary to stress the need for companies as legal entities to 
possess shares in order to diversify the share ownership. 
According to them, state-owned enterprises should pos- 
sess each other’s shares so as to nullify the ultimate- 
ownership mechanism and give prominence to the rights 
and interests of those who actually manage the enter- 
prises. Over time, the pertinent government depart- 
ments’ authority over the enterprises will gradually 
become nominal, and the enterprises will be able to 
operate on their own. b) Reasons for promoting legal- 
entity shareholders in the transformation of enterprises 
into companies: One is to change the original meanings 
of the ownership systems. Since legal-entity shareholders 
represent thousands upon thousands of individuals, 
shares held by legal entities mean shares held by the 
masses. As a result, the original “pure private owner- 
ship” will become something close to a “social owner- 
ship.”’ Capitalist ownership will no longer be a pure 
private ownership system. A similar diluting effect will 
be exerted on the socialist ownership system as well. The 
second reason is to greatly weaken the shareholders’ 
rights and boost the managers’ rights. The third reason is 
that with legal-entity shareholders, management will not 
be easily dictated by individual shareholders’ short- 
sighted activities aimed at seeking dividends. c) Some 
entrepreneurs expressed a different view about letting 
legal entities become shareholders and hold each other's 
shares. Letting them hold each other’s shares, they said, 
may be a very effective way for enterprise transforma- 
tion in the future. But under the current circumstances 
where most enterprises are suffering losses in varying 
degrees and experiencing capital shortage and financial 
difficulty, how can they buy each other's shares? This is 
impractical at least at this time, they added. 


5. In discussions, some theoreticians and entrepreneurs 
noted that, in the transformation of enterprises into 
companies, a not-to-be-slighted question is that the 
reform of Chinese enterprises’ property rights must be 
accompanies by the establishment of an entrepreneur 
system. History has proven that managerial profes- 
sionals constitute an inevitable social stratum whether in 
feudal or capitalist society. This stratum makes perfect 
the model of separation of management and ownership. 
The birth and formation of the entrepreneur system is 
not merely of importance to management science. 
Rather, its importance to economics outweighs its 
importance to management science. The entrepreneur 
system constitutes an integral part of the modern capi- 
talist property rights system. When a consensus has been 
reached on reorganizing the property rights related to 
our state-owned enterprises, the next question to be 
understood by all is that our institution of the enterprise 
legal-entity system must be closely integrated with the 
formation of an entrepreneur system. 
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Inflation: Causes, Effects, Remedies, Suggestions 


94CE0446A Beijing JIDIAN RIBAO in Chinese 
10 Apr 94 pl 


[Article by Xiang Xiaofang (0686 1420 2397): “A Longer 
Rope Is Needed To Control the Wide Horse of 
Inflation”’} 


[Text] Sufferings of a Benchworker in a Wave of “Price 
Increases” 


The 200 million urban residents in China have begun to 
receive the tremendous pressure since the beginning of 
1994. Right after absorbing the two-digit inflation in 
1993, they have witnessed the tide of rural workers who 
have flooded the cities. When the raging tide of rural 
workers slightly subsided, they are once again awakened 
by the loud clamors of “price increases.”’ 


Under the influence of increasing demand and high 
production costs, the market price had sharply increased 
in January. The prices for consumer goods in January 
rose 23.1 percent as compared with that of the same 
period in 1993. The rate of increases for food, clothing, 
health care, entertainment, education and culture was 
even relatively higher. 


Due to the after-effect of the excessive amount of cur- 
rency in circulation, the price of basic industrial prod- 
ucts continued to rise on a large scale in February, and 
signs showing price increases were everywhere on the 
market. The rate of price increases for the first two 
months in 1994 still exceeded 20 percent over the 
corresponding period in 1993. 


Since the People’s Bank of China had once again han- 
dled value-guaranteed saving deposits on 11 July 1993, it 
had, for the first time, announced that the annual 
subsidy rate for value-guaranteed saving deposits was set 
to 1.19 percent in March 1994. The All China Federation 
of Trade Unions also made public that about 7 million 
workers are badly off in the whole country. 


On the eve of the “two sessions,” Fang Shunping, a 
benchworker in Yongsheng Machinery Plant in Fuzhou, 
Jiangxi narrated a pathetic story to a grassroots-level 
trade union cadre about how he suffered from the 
skyrocketing commodity price. 


He said: “Our plant suffered financial losses since last 
year. I and my wife persistently worked hard everyday. 
Our combined wages total slightly over 300 yuan. 


‘““Our chubby boy is a fourth-grade student. He does not 
care much about food or clothes. The only thing he likes 
most is to play the game machine. However, I cannot 
afford to buy a game machine. 


“In order to play the game machine, my son let those 
students with game machines to ride him as a horse 
everyday. Once I discovered that. I pulled my perspiring 
son to the side, and asked him why he did something 
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stupid like this? He said nothing, but struggled to get free 
and ran away. Only when he came home, did he tell me 
the reason in tears. 


“In the evening, my son who finished his homework told 


me quietly: ‘Dad, buy me a game machine please. If I 
have a game machine, I will not let other students ride 
me as a horse.’ 


“T felt really bad. Hugging him tightly, I said: ‘It is not 
that I am unwilling to buy you a game machine. It is just 
because that commodity price is so high that I cannot 
afford to buy the game machine. I can barely buy food 
with what I earn. I really cannot help you.’ 


“My son seemed to understand my plight. With grievous 
disappointment, he went to bed. That night, I could not 
sleep. The price is going up and up like a balloon filled 
with hydrogen gas. Why is that?” 


' The question posed by Fang Shunping is also in the 


minds of the 7 million workers who are badly off. 
Whoever listens to his grievances is not only the basic- 
level trade union cadre. These workers often hear that 
they must pay a price for carrying out reform. They only 
want to know how high the price they need to pay this 
year. They also understand that they need to withstand 
hardship in order to successfully carry out reform. They 
only want to know for what they need to suffer so much. 


Probe Sources of High Price Index 


The civilian sector and the government have their own 
forecasts for this year’s general level of retail sales. Not 
long ago, the “Department of Macro-Economic Analysis 
of China” conducted the 6th survey on China’s eco- 
nomic situation by distributing questionnaires to the 
specialists concerned. One hundred fifty-eight econo- 
mists expressed their own views on this. According to 
statistics, 32.9 of them predicted that the rate of increase 
of retail sales will be in the range of 12-14 percent; 29.1 
percent of them predicted 8-10 percent; and 22.8 percent 
of them predicted 12-14 percent. Some young scholars 
conducted simulated tests on the economic situation in 
1992 and 1993. Their conclusion was that if the rate of 
economic growth in 1994 is maintained at approxi- 
mately 10 percent, then the rate of increase of retail price 
index will be in the range of 12-13 percent. Their 
judgment has been proven correct by the red light shown 
by the price indices of the three months in this year’s first 
quarter. Therefore, high commodity price will remain 
the major rhythm in 1994. There are five reasons for 
this. 


1. After-Effects of Price Reform. Since the price reform, 
more than 80 percent of the price for means of produc- 
tion and 90 percent of the price for means of subsistence 
have been completely decontrolled. The seriously dis- 
torted price structure has been gradually corrected by the 
large price increases for the basic industrial products. 
For example, after its decontrol, the price of grain and 
fuel rose by 35.5 percent and 78 percent, respectively. 
These large price increases for basic capital goods and 
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consumer goods have pushed up the production costs of 
farm products and industrial manufactured goods, and 
made the prices for products manufactured by related 
industries to go up. As seen from the situation in 1994, 
the series of price adjustments recently announced will 
become a major reason for pushing up China’s general 
price index for this year. 


2. Excessive Issuance of Currency. Prior to this round of 
inflation, the amount of currency issued in 1992 was 
increased by 115.9 billion yuan as compared with that in 
1991. Because of the multiplicative effect, the issuance 
of 115.9 billion yuan basic currency is equivalent to 
derivative loans of 200 to 250 billion yuan. The addi- 
tional currency issued in 1992 not only helped awaken 
the enthusiasm in production and consumption, which 
was dampened by the campaign for improvement and 
rectification of the economic order, but also pushed the 
1993 commodity price to a high rate of 13 percent. Thus, 
the 1993 policy of putting more money into circulation 
in support of high economic growth (50 percent higher 
than that in 1992) will definitely impose a burden on the 
economy in 1/994. Excessive currency issuance 
accounted for 5.5 percent of the total blame for the 
inflation in 1993. It is estimated that this figure may 
exceed 7 percent this year. 


3. Rising Cost of Social Labor. In order to arouse the 
enthusiasm of workers, enterprises that are making good 
profits often increase workers’ wages and bonuses. The 
total amount of wages for workers in 1993 grew approx- 
imately 20 percent over 1992. Those local governments 
with more money also increase subsidies to their admin- 
istrative personnel. The plan to readjust salaries of 
government employees announced in October last year 
had given pay raises to all members of the civil service. 
Due to the rigid nature of the wage system, it has 
objectively raised the cost of social labor and become a 
major factor in pushing the price up. 


4. Restraints by “Bottleneck” Effect and Resources. 
These two types of restraints have always been ham- 
pering economic development. If the rate of economic 
growth is maintained at approximately 10 percent, the 
effect of the two types of restraints will be felt even more 
distinctively. It will make the price of relevant products 
to sharply increase. 


5. Rapid Investment Growth. Over a protracted period 
of time, the rapid growth in demand for investment is 
the major factor in China’s economic growth. However, 
the year of high investment often means a year of high 
prices. The main reason is that price increases are caused 
by increasing investment and by the imbalance between 
supply and demand due to irrational investment struc- 
ture or poor investment performance. 


Government Is Determined To Tame “Wild Horse of 
Inflation” 


Due to lack of information and other reasons, the general 
public in China often fails to foresee an inflationary 
trend. However, the high commodity price for two years 
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running has exerted great pressure on the residents 
psychologically. For the first two months in 1994. the 
retail price for consumer goods on the domestic market 
was up 25.9 percent over that in 1993. People are on the 
verge of panic buying. The issue of commodity price 
becomes the focus of deputies’ conversation at the “two 
sessions” and arouses the close attention of the govern- 
ment leaders. At the group meeting with the Beijing 
deputy group of the Second Session of the Eighth 
National People’s Congress held on 12 March. Premier 
Li Peng said that it is necessary to exercise the macro- 
control in the course of decontrolling price. At the group 
meeting with the Hunan deputy group on the same day. 
Vice Premier Zhu Rongji emphatically pointed out that 
in order to keep down prices, the CPC Centra! Com- 
mittee and State Council decided to adopt the following 
four measures: 1) Efforts should be made to control the 
size of investment in fixed assets and that of consumer 
spending. 2) The governments at all levels must pay full 
attention to agriculture and the “shopping basket” 
project. 3) The government must strengthen the macro- 
control over market price. 4) In the very near future, a 
series of economic measures will be taken to keep down 
prices. Prior to and after the two sessions, the State 
Council in late March decided to conduct a major 
checkup of commodity price. This checkup 1s expected 
to last three months. It also instructed the State Planning 
Commission to work in coordination with the supervi- 
sory, financial, taxation, auditing, and technical contro! 
departments as well as the industrial and commercial! 
administration to form work teams to go to various 
provinces, autonomous regions and municipalities 
under the direct administration of the government to 
help carry out the work of price checkup. Some loca! 
governments have also worked out rules and regulations 
to prevent people from making sudden huge profits in 
order to keep down prices. All these measures were 
highly praised by economists and ordinary residents. 
They appreciate the efforts made by the government in 
quickly tackling the issue of inflation which is menacing 
the rapidly developing economy. At the same time. an 
official of the Ministry of Labor stressed that the state 
has officially promulgated the “Regulations on Muin- 
imum Wage in Enterprises” aimed at ensuring that each 
worker will earn at least the minimum wage with which 
he can meet the basic needs in livelihood for himsel! and 
his family members. The official also asked various 
localities to make wage adjustments from time to time 
according to the living expense index. 


Taking Part in Investment, You May Run Faster Than 
a Wild Horse 


Whether you are willing to do so or not. you will feel an 
impulse to make investment and like to increase \our 
credit, as long as China maintains a high rate of cco 
nomic growth. This kind of economic growth on the 
basis of credit will make you live with inflation 


For most of the wage earners, no one 1s living like | any 
Shunping any more. Right now, the total amount o! 
savings deposits in rural and urban areas has teached 
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1.65 trillion yuan. If we count the cash in residents’ 
hands, the social capital in China has reached 2 trillion 
yuan. Economists pointed out that we must make all 
kinds of investments in order to preserve and increase 
the value of the money while living in an inflationary 
environment. 


During the 1980's, people in China only have two totally 
different markets. One is the market of consumer goods 
for basic subsistence, while the other is one for expensive 
high-quality merchandise. In recent years, stocks, bonds, 
fund-raising associations, real estate agencies and rural 
foundations of a shareholding and cooperative nature 
have emerged. In face of all types of investment pro- 
grams with higher investment returns, more and more 
urban residents want to make money not only for filling 
their shopping baskets, but they also for buying houses, 
investing in stock and taking part in other investment 
programs. Signs have indicated that more and more 
people are investing money in China’s capital market. 
The main participants of the capital market will be the 
200 million urban population and the 30 percent of the 
rural population—peasants who are capable of extending 
reproduction. The growth of this major group of inves- 
tors means that the state-run economic sector may 
gradually let the nongovernment economic sector to 
share the market. Meanwhile, it is precisely because of 
the nongovernment financing market which has 
attracted a huge amount of currency on the market that 
the “wild horse of inflation” was reined in to a certain 
extent and a runaway inflation of more than 30 percent 
as predicted by some economists did not appear. 


At a time when individual investments aimed at with- 
standing inflation and achieving social diversity have 
gradually become the common choice of hundreds of 
millions of people, various strategies and tactics for 
investment are being offered to all those who are inter- 
ested in making investments. If you want to invest in 
stock, you must understand the company which floats 
the stock, and read reports on its financial situation. If 
you buy and sell bonds, you must know how to calculate 
the earning rate. If you handle transactions in futures, 
you must pay attention to the price of rice and cotton at 
home and abroad and even the situation concerning 
ocean freight as well as the weather conditions and 
political situation in various countries. If you buy and 
sell foreign exchange, you must be able to predict the 
changes of economic policies of the major countries, and 
understand the rules and regulations governing the inter- 
national foreign exchange market. If you make invest- 
ment in real estate, you should at least take into consid- 
eration the prospect and the potential value of the estate 
in that area... [JIDIAN RIBAO ellipsis] 


After securities were officially issued for the first time in 
Shanghai in January 1985 and in Shenzhen in May 1987, 
four shareholding enterprises in Beijing also openly 
floated 175 million shares of stock on the market at the 
end of March 1994. Stock which was once regarded as 
“torrential flood and wild beast” withstood the test of 
the reform program and is now available to the general 
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public after nine years in one locality and seven years in 
another. This is something of great symbolic meaning on 
Mainland China. At a time when ordinary people in 
China, who had little sense of investment and never 
dreamed about becoming rich before are allowed to 
pursue capital gains with open arms, why should you 
hold your cash tight and worry about the plus or minus 
few percent of the inflation rate? 


PROVINCIAL 


Heilongjiang Communique on Economic, Social 
Developments 


94CE0369A Harbin HEILONGJIANG RIBAO 
in Chinese 23 Feb 94 p 2 


[Bulletin issued by Heilongjiang Provincial Bureau of 
Statistics: “Statistical Bulletin on 1993’s Economic and 
Social Developments’’} 


[Text] In 1993, under the leadership of the provincial 
party committee and the provincial government, the 
people acted diligently in the spirit of the 14th National 
Party Congress and the Third Plenary Session of the 14th 
Party Central Committee, focused on the development 
of the socialist market economic system, further liber- 
ated their thinking, seized the opportunities, overcame 
hardship, and went all out to promote socialist modern- 
ization. The national economy maintained its steady 
pace of development; its economic strength continued to 
grow, and the living conditions continued to improve. 
Preliminary data showed that the GDP for the year was 
102.8 billion yuan, a 4.9 percent increase over the 
previous year’s. Specifically, the primary, secondary, 
and tertiary industries grew by 4.8 percent, 4.4 percent, 
and 6.1 percent, respectively; they account for 19.9 
percent, 58.3 percent, and 21.8 percent of the GDP, 
respectively. The main problems in the economy were 
the presence of tight bottleneck sectors, industrial pro- 
duction’s slow-growth, the lack of overall economic 
efficiency, and the fairly high rate of inflation. 


I. Agriculture 


Agricultural production continued to grow. In 1993, the 
provincial party committee and the provincial govern- 
ment introduced a series of policies and measures to 
strengthen the agricultural sector and protect the peas- 
ants’ interests and effectively mobilized the peasants’ 
production enthusiasm. The year’s GVAO [Gross Value 
of Agricultural Output] was 33 billion yuan, a 2.3 per- 
cent increase over the previous year’s; the realized 
added-value came to 20.42 billion yuan, a 4.8 percent 
increase. In particular the planting industry's added- 
value was 16.31 billion yuan, a 6.2 percent increase. 


The mix of crops changed fairly drastically, and the 
planting area of good-selling, high-efficiency (value) 
crops was expanded while the area of low-efficiency 
(value) crops was reduced. The province's grain crop 
planting area totaled 7.558 million hectares, 209,000 
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hectares more than in the previous year. Specifically, 
2.979 million hectares of soy bean was planted, 81,900 
hectares more than before; 93,00 hectares of mixed 
beans were planted, 41,000 hectares more than before: 
the planting areas for rice was reduced by 43,000 hect- 
ares, wheat by 27,800 hectares, and corn by 389,999 
hectares. Total grain production reached 23.908 million 
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tons—245,000 tons, or 1.04 percent, more than in 1992, 
a year of bumper harvest: it set a historical record. Cash 
crop planting area totaled 591,000 hectares, 93,000 
hectares less than in the previous year. Planting areas for 
oil crops, flax, beet, and tobacco were reduced compared 
to the previous year. Total output of the main agricul- 
tural products is shown below: 












































Percentage of increase over 1992 
Grains 23.908 million tons 1.04 Gan. 
Rice 3.883 million tons 3.1 
Wheat 3.400 million tons — 
Cor 9.566 million tons 8.3 : 
Sorghum 733,000 tons 426 Hie 
aa Other food grains 281,000 tons 30. = ores : 
Soybean 4.915 million tons 40.8 gar 
Potato family 860,000 tons 13.6 sa 7 
Oil crops 161,000 tons -26.5 oa 
Flax 170,000 tons -12.8 wr ; 
Beet as 2.987 million tons -44.7 
Curing tobacco 116,000 tons 19, 
Vegetables 6.723 million tons 16.3 : vi 











Forestry and afforestation work made good progress. In 
1993, the province’s forest industry realized 640 million 
yuan in added-value, an increase of 1.9 percent over the 
previous year’s. It created 249,000 hectares of forest 
land, a 3.8 percent increase. The quality of the created 
forests continued to improve, and forest fire prevention 
was Strengthened. 


Livestock production increased steadily. For the year. 
the livestock industry realized 2.998 billion yuan in 
added-value, a slight decline of 0.9 percent from the 
previous year. The following table lists the quantity of 
major animal products and the number of livestock on 
hand: 












































Percentage of increase over 1992 
Pork, beef. mutton output 672,000 tons 7.2 ty 
Pork $43,000 —— Femaaaat 
Beef 111,000 26.1 readies 
Mutton 18,000 : 0 ’ 
Eee production 493,000 7.4 oy 
Milk production 1.34] million -1.9 : 
Lamb wool production 11,000 tons -8.3 me 
Fattened pigs slaughtered 6.46 million heads 5 > napa 
Poultry slaughtered 97.902 million fowls 3.9 aay 
Draft animal on hand at year-end 4.410 million heads 8.6 ‘ - 
dairy COWS 670,000 heads -3.7 oi agile 
Pigs on hand at year-end 7.931 million heads 39 nen, 
Sheep on hand at year-end 3.275 million heads 6.1 = 











Fishery products continued to increase. The industry's 
added-value came to 476 million yuan for the year, 5.8 
percent more than in the previous year. Aquatic produc- 
tion came to 189,000 tons, a 6.2 percent increase. In 
particular, the breeding industry’s total output was 
141.600 tons, a 9.2 percent increase. 


Agricultural production conditions continued to 
improve. In 1993, the province’s chemical fertilizer 
utilization rate was 1.002 million tons (converted to pure 
fertilizer), a 13.3 percent increase over the previous year. 
The rural area’s electricity usage came to 2.2 billion kwh, 
a 4.8 percent increase. By year-end the province had 
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11.853 million kw of power-driven farm machinery, a 
1.1 percent increase. It had 85,000 large- and medium- 
sized tractors, a 3.4 percent decline; 387,000 small 
tractors, a 2.4 percent increase; 10,000 heavy-duty trucks 
for farm use, same as the year before. It had 1.369 
million kw of power-driven drainage and irrigation 
machinery, 4.6 percent more than the year before; 
77,000 mechanical thresher, a 1.3 percent increase; 
142,000 farm-use water pumps, a 6.0 percent increase. 
Irrigation and water conservancy projects continued to 
be strengthened, with 164,000 hectares of effective irri- 
gated area, 0.6 percent more than in the previous year. 


The rural economy underwent comprehensive develop- 
ment. In 1993, Heilongjiang’s rural industry, construc- 
tion industry, transportation industry, business and res- 
taurants, and other nonagricultural sector’s output value 
grew by 52.1 percent. They accounted for 50.3 percent of 
the rural society’s total output value, up from 41.1 
percent. Township enterprises achieved extraordinary, 
unprecedented growth—the province’s township enter- 
prises’ total output value topped 36.06 billion yuan, a 
53.1 percent growth compared to 1992. Their realized 
profit came to 2.24 billion yuan, a 52 percent increase. 
They delivered 1.03 billion yuan in taxes, 40.3 percent 
more than a year ago. 


II. Industry and Construction 


In 1993, enterprise reform which focused on the imple- 
mentation of the “Provision” and its “Detailed Rules” to 
change enterprises’ management mechanisms made 
important progress. Enterprises basically had the right to 
make management decisions, and the restructuring of the 
property rights system began to make new strides. Indus- 
trial production maintained a certain growth rate. For the 
year as a whole, the GVIO [Gross Value of Industrial 
Output] came to 131.61 billion yuan, a 6.2 percent 
increase. Specifically, the state-owned industries produced 
100.99 billion yuan’s worth of goods, a 1.1 percent decline; 
collective owned industries produced 23.34 billion yuan’s 
worth of goods, a 23.5 percent increase. Among the collec- 
tive industries, the output value of township industries 
came to 5.28 billion yuan, a 51.1 percent increase, and the 
output value of village industries was 4.87 billion yuan, a 
43.8 percent increase. The output value of town and 
country cooperative industries came to 240 million yuan, a 
38.6 percent increase; the output value of individual- 
owned town and country industries came to 5.72 billion 
yuan, a 56.8 percent increase. The “three kinds of wholly 
or partially foreign-owned enterprises” and industries of 
other economic components produced 1.56 billion yuan’s 
worth of goods, increasing 1.08 folds. The large- and 
medium-sized enterprises showed greater vitality; their 
GVIO was 85.79 billion yuan, a 3.2 percent growth. 
Among industries at the township and above levels, the 
output value of heavy industry topped 89.58 billion yuan, 
a 4.4 percent increase; the output value of light industry 
topped 31.2 billion yuan, same as the year before. For the 
year, industrial added-value came to 52.98 billion yuan, a 
3.8 percent increase over the previous year. Total output of 
the major industries is show below: 
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19 
1993 Percentage 
Increase 
Over 
1992 
Chemical fibers 120,200 tons 1.7 
Fabrics 165.2575 mil- 21.2 
lion meters 
Linen cloth 32.541 million 2.3 
meters 
Wool fabrics 3.5 million 20.7 
meters 
Sugar 407,500 tons -38.3 
Dairy products 123,100 tons -15.8 
White wine 231,900 tons 2.3 
Beer 873,900 tons 23.) 
Roiled tobacco 784,500 cases 1.5 
Machine-made paper and 521,900 tons 1.4 
cardboard 
Television 79,100 units 11.0 
color TV 75,800 units 8.5 
Synthetic detergent 22,000 tons 3.6 
plastic goods 94,200 -143 
One-time energy production 135.57 million -§.5 
(converted to standard tons) tons 
Raw coal 73.5352 million -13.3 
tons 
Crude oil 55.9019 tons 0.4 
Natural gas 2.228 billion cu 2.6 
m 
Electricity generation 35.193 billion 0.7 
kwh 
Steel 1.2462 million 12.0 
tons 
Steel material 1.0965 million -0.3 
tons 
Aluminum material 44,100 tons -12.2 
Lumber 10.9790 million 68 
cum 
Cement 6.987 million 6.6 
tons 
Plate glass 4.8822 million 16.5 
heavy-weight 
cases 
Sulfuric acid 74,200 tons -3.6 
Nitric acid 72,800 tons 1.8 
Synthetic ammonia 534,400 tons -8.7 
Ethylene 312,000 tons -3.8 
Outer tires 1.8959 million -15.4 
units 
Power-generating equipment 3.7125 million 2.4 
kw 
Metal-cutting machine tool 3,743 units 0.8 
Automobiles 17,100 units 7.5 
Small tractors 22,400 units -23.8 
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Sales of industrial products improved somewhat in 1993, 
and the decline in industrial economic efficiency was 
halted to some extent. For the year, revenue from sales for 
the province’s independently accountable industrial enter- 
prises at the township and above levels came to 114.9 
billion yuan, 41.3 percent more than in 1992. Total profit 
tax, after deducting the huge loss incurred by the Daging 
Petroleum Administration resulting from China Petro- 
leum and Natural Gas Corporation’s consolidated 
accounting, was still higher than 1992’s. Revenue from 
sales by local budgeted industrial enterprises came to 
32.28 billion yuan, an increase of 35.3 percent; total profit 
tax came to 1.88 billion yuan, a 19.3 percent increase; 2.48 
billion yuan in profit tax was handed to the higher author- 
ities; 36 percent more than before. However, the finished 
products took up substantial current funds; payments in 
arrear for goods received were widespread. The overall 
economic efficiency was still rather poor. 


The construction industry continued to thrive. In 1993, 
in the wake of the fairly sharp increase in fixed asset 
investments and the increasingly thorough reform of the 
industry, the construction industry generated 6.98 bil- 
lion yuan in added-value, a 9.6 percent growth. Eco- 
nomic efficiency of the state-owned construction and 
building enterprises improved somewhat. The produc- 
tivity of all workers came to 25,055 yuan, a 31.2 percent 
increase. Their realized profit was 395 million yuan, a 
54.4 percent increase; they turned over 490 million in 
profit tax, a 8.4 percent increase; they yielded 1,206 yuan 
in per capita profit tax, a 10.9 percent increase. They 
completed 4.535 million sq m in total building area, a 24 
percent decline from the previous year. 


Ill. Fixed Asset Investments 


The increase in fixed asset investments accelerated. In 
1993, 32.15 billion yuan of fixed asset investments were 
completed, a 36.4 percent increase over the previous year. 
In particular, investments in local project came to 17.764 
billion yuan, a 46.8 percent increase. Among all invest- 
ments, state-owned units accounted for 29.096 billion 
yuan; a 39.7 percent increase; collective units invested 754 
million yuna, a 15.6 percent increase; individual invest- 
ments accounted for 2.3 billion yuan, a 9.9 percent 
increase. Due to the central government’s stronger macro 
regulation and control and its effort to sort out irregular 
projects and other measures, some bad projects were 
halted or delayed. For the year, the state-owned units had 
3,719 capital construction or transformation projects 
worth over 50,000 yuan, which was 715 projects fewer 
than in the year before. That number included 2,569 new 
projects, 719 projects fewer than in 1992. Projects still 
under construction were worth 88.84 billion yuan, a 17.2 
percent increase over the previous year. 


Among the state-owned units’ investments, capital con- 
struction investments came to 14.525 billion yuan, a 
44.4 percent increase over the previous year; invest- 
ments in transformation and upgrading came to 5.131 
billion yuan, a 20.0 percent increase; other investments 
by the whole people came to 5.636 billion yuan, a 25.2 
percent increase; commercial building investments came 
to 3.804 billion yuan, a 90.7 percent increase. 
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The investment-mix changed somewhat last year. Among 
the state-owned units’ fixed asset investments, invest- 
ments in the primary industry came to 367 million yuan, 
and its share of total investment fell from 2.7 percent in 
the previous year to i.3 percent; investments in the sec- 
ondary industry came to 17.185 billion yuan, and its share 
fell from 63.2 percent to 59.1 percent. Specifically, invest- 
ments in the energy industry came to 11.7 billion yuan; its 
share fell from 43.5 percent to 40.2 percent. Investment in 
the tertiary industry came to 11.544 billion yuan; its share 
rose from 34.1 percent to 39.7 percent of total investment. 
Specifically, investments in transportation and post and 
telecommunications came to 2.445 billion yuan; their 
share fell from 8.9 percent to 8.4 percent. 


Key construction projects made good progress. In 1993. the 
province had 52 large- and medium-sized on-going capital 
construction and key construction projects and 48 above- 
quota transformation projects. Their investments came to 
6.114 billion yuan and 814 billion yuan, respectively, which 
represented increases of 40.2 percent and 49.4 percent. Five 
large and medium-sized single-item projects and four 
above-quota transformation projects were completed and 
put to use. The state-owned units’ newly added production 
capabilities included the following: They extracted 3.77 
million tons of natural gas and 600,000 tons of raw coal, fell 
70,000 cu meters of timber, installed 200,000 kw of power 
generating capacity, smelted 131,000 tons of steel, brewed 
25,000 tons of beer, and supplied 100,000 tons of tap water 
per day, and installed 435,000 units of automatic exchange 
telephone in the cities. 


IV. Transportations and Post and Telecommunications 


The transportations and post and telecommunications 
industry grew steadily. In 1993, it generated 5.367 billion 
yuan in added-value, a 5.7 percent increase over the 
previous year. But transportations and communications 
still could not keep up with the economic and social 
development; railroad transport was still very congested. 
The table below shows the volumes of shipment by all 
means of transportation: 












































1993 Percentage Increase 
over 1992 
Volume of cargo 84.424 billion tons 0.6 
turnover 
by rail 72.198 billion ton-km 0.7 
by highway 5.592 billion ton-km -6.5 
by water 1.613 ton-km 0.2 
by air 112 million ton-km 1.3 fold 
by pipeline 4.909 billion ton-km -0.4 
Volume of passenger 22.410 billion peo- 5.5 
turnover ple-km 
by rail 16.782 billion peo- 7.8 
ple-km 
by highway 4.298 billion people- -15.5 
km 
by water 30 million people-km -6.3 
by air 1.3 billion people-km 1.3 fold 
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Development in the post and telecommunications 
industry continued. For the year, the industry generated 
1.24 billion yuan in business, a 58.2 percent increase. 
Specifically, 166.40 million pieces of mail were deliv- 
ered, a 7.9 percent increase; 640,000 pieces of express 
and special delivery mail were delivered, a 1.2-fold 
increase; there were 145.28 million long-distance phone 
calls, a 1.2-fold increase; there were 171,000 electronic 
pager subscribers, a 1.1-fold increase; 9.785 million 
telegraphs were delivered, a 19.9 percent decline; 672.09 
million publications were printed, a 1.4 percent decline; 
715,800 units of program-controlled telephone 
exchanges were installed in ihe cities, a 1.3-fold increase; 
206,000 telephones were installed in the cities, doubled 
last year’s; 613,600 households were guaranteed tele- 
phones in the cities, a 50.3 percent increase. 


V. Business and Prices 


Market sales increased steadily. In 1993, the pace of 
reform in the circulation sector accelerated, promoting 
the development of the market system. There was ample 
supply in the consumer goods markets; buying and 
selling were brisk. For the year, society’s total retail sales 
came to 48.48 billion yuan, a 12.3 percent increase. 
Specifically, retail sale of consumer goods came to 
44.647 billion yuan, a 13.2 percent increase; retail sales 
of agricultural means of production came to 3.829 bil- 
lion yuan, a 3.3 percent increase. A breakdown of the 
increases in the volume of retail sales for economies of 
different components is as follows: Sales increased 4.8 
percent in the state-owned economy; sales in the collec- 
tive economy fell 2.5 percent; sales in the individual- and 
privately-run economies rose 39.8 percent; the peasants’ 
retail sale to non-rural residents rose 28.6 percent. The 
number of country fair markets in the urban and rural 
areas grew to 1,873, with volume of transaction totaling 
11.05 billion yuan, 42.7 percent more than in the pre- 
vious year. In terms of the volume of sales of various 
types of consumer goods, in the food category, the sale of 
fresh eggs grew 30.9 percent; wine, 23.1 percent; and 
sugar, 3.3 percent. The sales of grains, edible oil, and 
pork fell by varying degrees. In the clothing category, the 
sale of silk and satin rose 4.2 percent. Among the durable 
goods, the sale of tape recorders went up 18.6 percent; 
cameras, 1.9 percent; all other sales fell somewhat. 


Sales in the capital goods market were somewhat flat. In 
1993, the province’s goods and materials supply and 
marketing enterprises bought 13.41 billion yuan’s worth of 
capital goods, 16.8 percent more than in the previous year. 
Their sales came to 13.964 billion yuan, a 12.1 percent 
increase. As for the stockpile of the major types of goods 
and materials on hand, except for a 41.3 percent increase 
in steel materials and a slight increase in machinery and 
electronics equipment, the stocks of coal, lumber, cement, 
and automobiles fell rather sharply last year. 


Price reform picked up speed and prices rose sharply. On 
top of the price reform in the previous years, the state 
continued to decontrol the prices of grain and iron and 
steel products and some centrally-allocated coal and 
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readjusted and raised the price of raw timber and the 
factory-exit price of centrally-allocated cement. It also 
implemented the system of “converting parity prices to 
negotiated prices” for some types of crude oil. These 
measures played a very positive role in smoothing price 
relations, changing the chronic practice of under-pricing 
basic goods, and gradually setting up the mechanisms to 
let the market set prices, but they also caused the overall 
price level to rise sharply. For the year, the retail price 
index rose 14.6 percent, 6.1 percentage points more than 
in the previous year. Specifically, prices rose 14.2 per- 
cent in the cities and 17 percent in the rural areas, 
exceeding the previous year’s rates by 5.7 percentage 
points and 10.1 percentage points, respectively. In the 
large- and medium-sized cities, the higher prices of grain, 
water and electricity, gas, school tuition and miscella- 
neous charges, and service charges had more serious 
impact, and the residents’ cost of living rose sharply. 

































































1993 Price Increases (percentage) 

1. Cost of living 14.8 
urban areas 16.2 
rural areas 13.7 

2. Retail Sales 14.6 

(a) Consumer goods 13.0 
foodstuff 14.6 
grain 26.5 
clothing 7.4 
everyday goods 7.4 
arts and entertainment 0.9 
books and magazines 4.1 
medicine and healthcare products 12.1 
building and decorative materials 26.3 
fuel 48.3 

~ (b) Agricultural means of production 24.6 

3. Services 30.2 

4. Energy, raw material purchase prices 39.6 

5. Industrial products factory-exit price 41.3 

6. Investment goods 28.0 

7. Agricultural and sideline product purchase price 15.9 








VI. Foreign-Related Economy and Tourism 


In 1993, Heilongjiang further gave play to its border 
location and its openness to actively escalate its strategy 
of opening up to the outside world; its foreign-related 
economy was never busier. The year’s foreign import 
and export were worth $3.05 billion, a 6.2 percent 
increase. Specifically, it exported $1.88 billion’s worth of 
goods, a 2.9 percent increase; it imported $1.17 billion’s 
worth of goods, a 11.4 percent increase. Its border barter 
trade was worth $2.07 billion in total import and export, 
a 29 percent increase over the previous year’s. Of that 
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amount, $1.14 billion were exports, a 34.7 percent 
increase, and the imports were worth $930 million, a 
22.6 percent increase. 


Foreign economic and technological cooperation made 
new breakthroughs. It successfully recruited businesses 
and attracted investments in Korea, and the Fourth 
“Har-Qia Meeting” was very satisfactory. In 1993, 
Heilongjiang signed a series of contracts with 35 foreign 
nations and regions to utilize foreign capital on 1,717 
projects. This represented an increase of 86 percent. The 
negotiated amount of foreign capital came to $1.09 
bilion, nearly doubled that of the previous year’s. Actual 
foreign capital utilization came to $300 million, a 1.7- 
fold increase. This included $230 million in direct for- 
eign investments, a 1.3-fold increase. It marked a year 
with the highest foreign capital utilization rate since 
reform and opening up began. In the wake of the 
constant expansion of the scope of opening up, the 
number of “three kinds of wholly or partially foreign- 
owned enterprises” has increased significantly. Up to the 
end of 1993, the Department of Industries and Com- 
merce has registered 2,900 FFEs, which was a 1.2-fold 
increase over the previous year’s number. 


International tourism flourished. In 1993, the province 
received 116,000 foreign visitors, overseas Chinese, and 
Hong Kong and Macao and Taiwan compatriots who 
came to Heilongjiang on sightseeing trips, on tour, to 
visit relatives, and for other purposes. Tourism gener- 
ated 75.42 million yuan in foreign exchange certificates, 
and increase of 2.3 percent. 


VII. Finance and Banking 


Heilongjiang’s financial departments actively expanded 
their sources of revenues while plugging loopholes and 
worked hard to complete the “full-platter project.” 
Financial revenues increased steadily. Based on bulletin 
figures, the year’s local revenues came to 10.75 billion 
yuan, completing 121.8 percent of the annual budget. 
Based on constant prices, this represented a 17.4 percent 
increase in revenues. The financial expenditures came to 
12.5 billion yuan, 94 percent of the adjusted budget, and 
based on constant prices, this represented a 10.7 percent 
increase in total expenditure. 


Financial order clearly improve last year. At year-end, 
the province’s banks and other financial insitutions had 
total deposits of 89.79 billion yuan, 13.32 billion yuan 
more than at the beginning of the year. New deposits 
increased by 17.4 percent over the previous year’s. Loans 
of all types totaled 126.73 billion yuan, 22.84 billion 
more than at the beginning of the year. New loans 
increased 22.0 percent compared to the previous year. 
The cumulative credit loan balance came to 36.97 billion 
yuan, 34.7 percent more than the previous year’s 27.43 
billion yuan. For the year, the banks’ cash income was 
190.89 billion yuan, 62.17 billion yuan or 48.3 percent 
more than a year ago; cash outlay came to 204.47 billion 
yuan, 63.75 billion yuan or 45.3 percent more than a 
year ago. Net currency input after offsetting revenues 
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and expenditures was 13.58 billion yuan, a 1.58 billion 
yuan increase, which was 2.88 billion yuan less than the 
increase in the previous year; it represented a 13.2 
percent increase, which was 46.2 [as published] per- 
centage points below the previous year’s rate of increase. 


VIII. Science, Education, Culture, Public Health, and 
Sports 


The in-depth reform of the science and technology 
system promoted the increasingly close integration of 
science and technology and the economy and the vig- 
orous development of scientific and technological under- 
takings. In 1993, the province achieved results in 342 
assorted scientific and technological projects, 13 of 
which attained advanced international standards, 92 
were pioneers or leaders among its kind nationally, and 
194 were considered the province’s breakthrough 
projects. Among various scientific and technolgical 
achievements, two received the state’s new invention 
award, three received the state's scientific and techno- 
logical advancement award, four received the state’s 
Spark Award for Science and Technology. Important 
scientific and technological achievements that won 
awards were: Dongnong No. 704 early-ripe, high-quality, 
disease-resistant, bumper crop, new variety of tomatoes; 
Model 3006 intermediate-grade universal gear mea- 
suring apparatus; angle=12.5x7(M) super-sized, dome- 
shaped annealing furnace; Suinong No. 8 new variety of 
soy bean; research into the application of high-frequency 
pollution prevention techniques to water seepages in oil 
fields. For the year, 2,733 patent applications were 
submitted to the state, 17.4 percent more than in the 
previous year; 1,917 applications were granted, a |.1- 
fold increase. 


More money was on science and technology. In 1993, the 
province's scientific research institutions and colleges 
and universities and large and medium-sized enterprises 
spent 1.02 billion yuan on science and technologies, a 2 
percent increase. This included 180 million yuan spent 
on research and development, a 5.9 percent increase. 
The professional and technical contingent continued to 
grow. In 1993, the province had 1.309 million profes- 
sional and technical personnel, | percent more than a 
year earlier. 


The technologies market further developed. In 1993, the 
province signed 6,633 contracts on technologies; they 
were worth 790 million yuan, a 46.3 percent increase 
over the previous year’s. In particular, the scientific 
research units turned over the results of 823 projects to 
the industrial enterprises. The technology transfers were 
worth 110 million yuan. 


In 1993, the province had 191 product quality moni- 
toring organs. The province also set up 69 launching 
pads for the ultrashort-wave weather warning service 
system. 


Various educational undertakings also made new 
progress. The development of regular higher education 
picked up speed. The province recruited 1,723 graduate 
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students, 27.5 percent more than in the previous year, 
4,389 full-time graduate students were in attendance, a 
12 percent increase. The regular colleges recruited 
33,000 undergraduate and professional-degree students, 
14.6 percent more than in the previous year; 96,000 
full-time students were in attendance, a 12.8 percent 
increase; 21,000 students graduated, a 7 percent decline. 
Polytechnic education also developed at a steady pace. 
The polytechnic schools recruited 34,000 students, 42.9 
percent more than the year before; 82,000 full-time 
students were in attendance, a 17.5 percent increase. 
There were 123,000 students in the vocational middle 
schools, a 13.8 percent decline; 109,800 students were 
enrolled in the technical schools, a 3.8 percent increase. 
In the regular middle schools, 1.664 million students 
were in attendance, a 5.6 percent decline. Enrollment of 
school-age children came to 98.3 percent; 82.8 percent of 
the elementary school graduates went on to middle 
school, and 45.3 percent of the junior middle school 
students went on the senior middle school. Conditions in 
the elementary and middle schools improved. There 
were 1,660 kindergartens, with 605,000 children 
attending kindergarten, a 1.5 percent increase. 


Adult education achieved new results; many types of 
technical training flourished. In 1993, colleges for adults 
accepted 33,000 undergraduates and professional-degree 
students, a 18.7 percent increase over the previous year; 
84,000 full-time students were enrolled, a 6.3 percent 
increase. Adult polytechnic schools accepted 34,000 stu- 
dents, 42.9 percent more than in the previous years. For 
the year, 83,000 people learned to read. 


Cultural undertakings continued to flourish. In 1993, the 
province had 94 artistic and performing groups; it had 
1,430 mass art galleries and cultural centers, 96 libraries, 
23 museums, 125 archives, 70 broadcast stations, 45 
intermediate- and short-wave broadcast and transmis- 
sion stations, 30 TV stations, 918 TV broadcast and 
transmission stations, and 7,012 hours of programing. 
For the year, 31 TV shows were produced, six of which 
won awards. There were 12 original radio broadcast 
programs, six of which won awards. At year-end, there 
were 4,432 assorted movie units that put on 304,000 
shows. For the year, 715 million copies of newspaper, 
66.27 million copies of magazines, and 124 million 
books were printed. 


Medical undertaking developed steadily, and public 
health conditions further improved. At the end of 1993, 
the province had 7,702 hospitals, convalescence homes, 
clinics, and other public health organizations. They had 
127,900 beds, 0.6 percent more than in the previous 
year. There were 179,600 public health professionals and 
technicians, including 735,000 doctors (54,400 were 
doctors of Western or Chinese medicine), and 50,900 
nurses and therapists. 


The province achieved outstanding results in the area of 
sports. For the year, it won 84 gold, 90.5 silver, and 
94.75 bronze medals in various large domestic and 
international competitions. Heilongjiang’s athletes 
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broke four world records, eight Asian records, and 12 
national records. For the year, there were 3,600 above- 
county-level sports meets in which 2 million people 
participated. Some 3.3 million people have met “state 
physical fitness standards.” 


IX. Population and the Living Conditions 


The rapid population increase was put under control. 
Based on a sample survey of 1993’s population change in 
the province, the birth rate of 15.9 per thousand, a 0.035 
percentage point decline; the death rate was 5.52 per 
thousand, a 0.06 percentage point decline. Because the 
death rate declined more than the birth rate, the natural 
rate of population increase was 10.38 per thousand, 
0.045 percentage point higher than in 1992. Based on 
these figures, the province’s population in 1993 was 
36.40 million, 320,000 more than at the end of 1992, a 
0.89 percent increase. 


In 1993, the province took care of 214,000 unemployed 
workers in the cities and towns. At year-end, 8.803 
million were employed in the province, same as in the 
previous year. This included 1.14 million working under 
the labor contract system in the state-owned units, an 
increase of 42,000 workers; they accounted for 17.8 
percent of the total number of workers, up from 17.1 
percent. The total wage bill for the year came to 21.73 
billion yuan, an increase of 10.3 percent. The workers’ 
average money wage was 2,560 yuan, an increase of 11.5 
percent, and after factoring in the higher prices, it 
represented a 4 percent decline. However, nonwage 
income increased rather significantly. A sample survey 
of households in the cities and towns showed that the 
people’s average regular income was 1,745.5 yuan, 22.2 
percent more than in the previous year, and after fac- 
toring in the higher prices, the actual increase was 5.2 
percent. 


On top of the significant increase in the previous year, 
the peasants’ per capita income surpassed the 1,000 yuan 
mark in 1993. A sample survey of the rural households 
showed that the peasants’ per capita income was | ,028.4 
yuan, 79.2 yuan more than in the previous year, which 
was a 8.3 percent increase, and after factoring in the 
higher prices, the actual increase was 2.1 percent. 


The urban and rural population’s savings increased 
fairly substantially. At the end of 1993, their savings 
balance topped 58.27 billion yuan, 10.68 billion yuan 
more than in the previous year. Newly-added savings 
grew by 22.6 percent. Specifically, the urban popula- 
tion’s savings increased 9.65 billion yuan, or 22.9 per- 
cent; rural savings increased 1.04 billion yuan, or 20.9 
percent. The people were more aware of financial invest- 
ments. Purchases of stocks and bonds and other nego- 
tiable securities increased significantly. 


The urban and rural linving conditions further 
improved. In 1993, the state spent 5.76 billion yuan on 
housing for workers. It represented a 71.4 percent 
increase in spending. They completed 7.768 million sq 
meters of housing, which was a 35.3 percent increase. 
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The urban residents’ per capita living space was 6.4 sq 
meters, 0.2 sq meters more than in the previous year. 
The rural population’s per capita living space was 14.53 
sq meters, a 0.11 sq meter increase. 


Social welfar2 undertakings continued to develop. In 
1993, society took care of 42,000 orphaned, aged, dis- 
abled, anc the young; 41,600 were actually taken care of 
by the towns and townships. There were 1,1 30 collective- 
run retirement homes; they accommodated 23,500 
people. Specifically, 1,112 of the retirement homes were 
run by the towns and townships, and they accommo- 
dated 23,400 people. There were 27 social welfare insti- 
tutions, children’s welfare institutions, and mental hos- 
pitals ran by the civic administration departments, and 
they took care of 6,417 people. 


The insurance business underwent further development. 
In 1993, the province took in 215.1 billion yuan in 
premium for all kinds of insurances. The insurance 
business’s total revenue came to 1.36 billion yuan, 14.3 
percent more than in the previous years. The insurance 
business’s total outlay came to 835 million yuan, a 57.7 
percent increase. The province's insurance business han- 
died 1.835 million claims and paid out 559 million yuan 
in compensation. 


Environmental protection undertakings made good 
progress. In 1993, the province's environmental protec- 
tion system had 115 monitoring stations and 3 state-class 
nature preservation zones. For the year, it completed 
174 environmental clean-up projects and invested a total 
of 41 million yuan. Three hundred and thirty-four smoke 
and dust control zones were set up in 10 cities; they 
covered an area of 572 sq km. One hundred ninety-five 
noise reduction zones were set up in 10 cities; they 
covered an area of 287 sq km. 


Note 
1. Figures in this bulletin are preliminary. 


2. The GDP and various industrial added-values and 
total output figures are based on 1993 prices; the rates of 
increase are based on constant prices. 


3. The GDP and various industrial added-values mainly 
include workers’ wages, profit tax, and depreciation and 
do not include energy, raw material, and other interim 
consumption values. 


Henan Governor on Economic Development 


94CE0418A Zhengzhou HENAN RIBAO 
in Chinese 12 Mar 94 pp 1, 3 


[Article by staff reporters Zhang Bosen (1728 2672 2773) 
and Gu Xiaogian (7357 1321 0051) and New China 
News Agency reporter Wen Youcheng (51 1 3 2589 2052): 
“Convert Resource Superiority Into Economic Superi- 
ority To Accelerate the Pace of Henan Development: An 
Interview With a Delegate, Henan Governor Ma 
Zhongchen”’} 
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[Text] Premier Li Peng stated in the “Government Work 
Report”: “This year’s economic work should deepen 
reform, expand opening, strengthen and improve mac- 
roscopic adjustment and control, vigorously readjust the 
economic mix, promote technological progress, enthusi- 
astically develop markets, improve economic efficiency, 
and control inflation to ensure the lasting, rapid, and 
healthy development of the national economy.” What 
will Henan do? When interviewed by this reporter, the 
delegate, Henan Governor Ma Zhongchen [7456 1813 
5256] stated, “We must speed up Henan’s development 
by converting our resource advantages into economic 
superiority.” 


Delegate Ma Zhongchen said that Henan was located in 
the inner platform, so it is a major province for 
resources. There are 107 types of mineral products found 
in Henan, and among the verified mineral products. 49 
are listed among the top ten nationally, including 12 
types listed among the top three. The three energy 
mineral products of coal, oil, and natural gas, the four 
metal mineral products of aluminium, gold, molyb- 
denum, and silver, and such non-metal! mineral products 
as refractory clay, cement stone, salt, trona, solvent 
limestone, pearlite, and orchid asbestos are especially 
rich. The area 1s also very rich in arable land and output 
of agricultural products and by-products, with winter 
wheat, beans, cotton, and tobacco, as well as various 
fruits, and reserve quantities of large livestock all listed 
first in the nation. Transportation extends in all direc- 
tions, the highways cover the province as densely as a 
spider's web, and air flights connect Henan with more 
than 20 Chinese cities, Hong Kong and Japan. The 
North-South and East-West central coaxial cables inter- 
sect at Zhengzhou. Seventeen prefectures or cities and 83 
counties (cities) have operational domestic direct dial 
telephones, with a provincial total of over 500,000 
automatic exchange phones. Henan is first nationally in 
underground cultural relics, second in above-ground 
relics, and our museum collections rank third in the 
nation. Since reform and opening, we have made our 
base upon developing our resource superiority, and have 
made great progress economically. In 1993, Henan’s 
GDP was up to 158 billion yuan, a 15.7 percent increase 
over 1992, and 9.7 times that of 1978. 


However, Delegate Ma Zhongchen pointed out that 
“Due to the affects of the economic division under the 
traditional economic system and limitations on capital 
and technology, Henan has not significantly altered its 
status of being a producing and exporting base for 
agricultural products, by-products, energy resource, raw 
materials and major primary level products, so we have 
not maximized our resource advantage, and our resource 
efficiency is not high enough. Viewed from the opposite 
angle, it demonstrates that the Henan economy has great 
potential for development. Therefore, the key to accel- 
erating Henan’s economic development lies in further 
releasing the huge potential its of resource advantages, 
doing our best to convert this resource advantage into 
economic advantage.” Ma Zhongchen said firmly, with 
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emphasis in his voice, ““We have therefore laid out the 
general idea that developing Henan’s economy in the 
future lies in accelerating the process of national eco- 
nomic marketization, implementing a comprehensive 
strategy for developing industry and agriculture. We 
must use the cities to promote the countryside, com- 
pletely opening up and developing from a high starting 
point, facing toward both the overseas and domestic 
markets, going the way of deep processing with value 
adding driven by the resource advantages. Convert our 
resource advantages into economic advantage.” 


“But, how do you convert resource advantages into 
economic advantage?” the correspondent asked. 


‘First of all, we must strengthen the market economic 
concept, try to realize the four changes’, and do a good 
job on three key points’ of developing resource advan- 
tages.” Delegate Ma Zhongchen explained that, “The 
so-called four changes’ are, one, change from fixing 
projects according to resources to fixing them by market 
requirements; two, change from driving processing value 
adding by exploiting resource advantages into driving 
exploiting resource advantages by deep processing value 
adding; three, change from mainly facing inward for 
developing resources into developing resources facing 
the overseas and the domestic market, while giving 
special attention right now to developing export oriented 
industry, enterprises and products; four, change from 
developing and using solely local resources into a base of 
using both international and domestic, especially taking 
full advantage of foreign capital, technology, expertise 
and information resources, to realize bilateral compen- 
sation through the province’s advantages in land, agri- 
cultural products and by-products, mineral products and 
labor force resources. 


“Principally, the ‘three key points’ are: 


(1) Vigorously develop the deep processing of advanta- 
geous mineral resources, really working on five indus- 
trial systems: coal-electricity, coal chemicals, petrochem- 
icals, aluminium and construction materials. 


1. Focus on coal-electricity, vigorously developing deep 
processing for primary energy. Henan not only has rich 
coal resources, we are also close to two coal bases in 
southeastern Shanxi and Shaanxi, which is very favor- 
able for development of the Kengkou and Lukou power 
stations. By the end of the century, we will build Henan 
into an important coal-electricity base with a 12 to 15 
million KW generator capacity in the united national 
electricity network. We will try to add 3.5 million KW of 
generator capacity during the Eighth Five Year Plan, and 
will try to add 6.5 million KW during the Ninth Five 
Year Plan. 


2. Develop the coal chemicals industry on the base of 
advantageous coal resources. Led by nylon 66 salt, based 
on coal tar processing, we are developing synthetic 
materials and fine chemical industry products while 
developing basic chemical raw materials. There are 
projects which have been set by the state, such a: the 
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Pingdingshan nylon 66 salt project, Pingdingshan coal 
tar project, Yima gas chemicals project, etc. 


3. Make oil, natural gas-fuel, oil-chemical fibre and 
plastics a deep processing chain to develop the petro- 
chemical industry. Relying on the oil and gas resources 
of the Zhongyuan Oil Field, Henan Oil Field and the five 
million tons of raw oil processing at the Luoyang Oil 
Refinery, we will gradually establish a Luoyang petro- 
chemical industrial base focused on oil refining, chem- 
ical fibre and plastic production, a Puyang petrochem- 
ical industrial base focused on production of chemical 
fertilizer and ethylene, and a Nanyang petrochemical 
industrial base focused on high-density oil treatment and 
natural soda. 


4. Make aluminium oxide-fine aluminium-aluminium 
materials-aluminium products an aluminium deep pro- 
cessing chain. As one of 20 projects being promoted by 
Henan Province, the Great Wall Aluminium Industry 
Corporation has an annual aluminium oxide production 
output of 1.2 million tons, aluminium electrolysis of 
500,000 tons and 300,000 tons of aluminium materials. 
Among these, the first stage of a 200,000 ton aluminium 
oxide project at the Zhongzhou Aluminium Plant is now 
being completed. After completion, this project will be 
the biggest aluminium industry base in China. 


5. Led by cement, glass, and advanced refractory mate- 
rials in the construction materials industry, increase the 
pace of deep processing products by means of developing 
enterprises on an appropriate scale. Our hope is to 
establish industrial sectors which will be national leaders 
and correspond to our resource advantages. 


2) Do a good job of adding value by deep processing in 
the sphere of “agriculture.” 


Gross output depends on the depth to which agricultural 
products are processed, that is. the final form of the 
product. Therefore, agricultural development in Henan 
will depend on how deep is the processing of agricultural 
products. We regard the deep processing of agricultural 
products and by-products as a breakthrough point for 
vigorously developing Henan’s economy, and around 
“agriculture” will do a good job in the light textile 
industry to realize good circulation of promoting 
industry through agriculture and building agriculture 
through industry; focus on doing well the deep pro- 
cessing of nine big series and 18 varieties of products, 
such as cotton-cotton processing-textiles-clothes, wheat- 
flour-fine foods, tobacco leaves-double curing-cigarettes, 
papermaking, winemaking, peanuts, corn, fruits and 
vegetables, comprehensive poultry and livestock pro- 
cessing, etc. We will gradually establish an industrial 
system for the deep processing and fine processing of 
agricultural products and by-products on a suitable scale 
and certain technological level. In this part of the work, 
we have attained certain achievements: Henan’s mono- 
sodium glutamate and ham production are on a certain 
scale, with a very high sales rate in the domestic market. 
We have chosen to give priority in development to 
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agriculture and its by-products, with food products, and 
to the textile industry as a leading industry, as well as 
bringing along other light industrial development such as 
papermaking, leather, medicine, etc. 


(3) Exploit our geographical superiority and develop our 
cultural resources. 


At present, we are making rapid progress in key infra- 
structural projects, with periodic achievements in such 
areas as transportation, telecommunications and 
tourism. Among 10 tourism projects for exploiting cul- 
tural resources, there is the original site of the “foolish 
old man who moved the mountain” in Jiyuan, Kuilichen 
in Tangyin, the “little Yellow River” channel excavation 
in the Yellow River Daguan, the reconstruction project 
of digging a channel according to the “Qingming 
Shanghe Picture” in Kaifeng. These are in general com- 
pleted and opened to tourists, while the construction of 
other projects is in full swing. Construction of the Henan 
Provincial Museum, which will exhibit the cream of 
Henan’s antiquities, will be completed and the museum 
operational this year. 


in order to bring about conversion from resource supe- 
riority to economic superiority, we must also adopt some 
practical measures, giving serious attention to imple- 
mentation. In this regard, we plan to focus on giving 
force to the following five aspects: 


One: add force to deepen reform, insisting on main- 
taining the dominance of public ownership, vigorously 
developing the various economic component parts. Of 
Henan’s more than 149.3 billion yuan gross industrial 
output value at the town level and above, individual 
industry and “three types of capital” industry in urban 
and suburban areas 1s less than 20 percent, so there 1s 
great potential here. According to what is required to 
develop the socialist market economy, we must persist in 
the principle of developing whatever suitable economic 
component sector that fits, bringing the enthusiasm of 
each sector into full play, pushing the provincial 
economy to a new level. 


Two: add force to improving the investment environ- 
ment, expanding our opening toward the outside, with 
wide use of foreign capital, technology and human 
resources. At present, Henan is fully supporting con- 
struction of 10 major infrastructural projects, including 
Zhengzhou’s new airport and a group of freeways. We 
are trying our best through environmental beautification 
and excellent service to provide the most favorable 
conditions for attracting foreign businessmen to invest 
in Henan in various forms, based on our resource 
superiority, and vigorously developing “three types of 
capital” enterprises. We are trying to exploit more than 
$1 billion in foreign capital in each of the last two years 
of the Eighth Five Year Plan. 


Three: add force to pushing scientific and technical 
progress, improving the technological content of the 
domestic economy a great deal. Liberate scientific and 
technological workers, accelerating the conversion of 
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high and new technological achievements to productive 
force. Meanwhile, make a major effort to replace tech- 
nology in industrial enterprises. During the final two 
years of the Eighth and Ninth Five Year Plans, we plan 
to choose about 50 enterprises (groups) whose industrial 
sales productive output value are expected soon to be 
over 500 million yuan, to conduct a name brand strategy, 
concentrating capital to support their technology 
replacement, extend their products chain, cultivate 
leading edge products, establish economic scale, and 
produce economic giants. By the year 2000, we hope to 
achieve an average annual new increase in industrial 
marketing production output value of over 2 billion 
yuan, with taxes on profits of more than 200,000 yuan in 
these enterprises. It is very possible that key projects in 
areas which are capital and technology intensive, such as 
petroleum, chemicals, deep processing of nonferrous 
metals, electricity, etc., will start construction with 
designs which select internationally advanced technical 
equipment from the late eighties and the nineties. 


Four: add force in amassing construction capital through 
multiple channels and forms, with a stress on key con- 
struction projects. In addition to vigorously exploiting 
foreign capital, vigorously develop a joint-stock system, 
taking fullest advantage of a variety of financial mea- 
sures, such as stocks, bonds, etc., under the supervision 
of the state’s policies. Take advantage of society’s extra 
capital in multiple areas, at multiple levels, via multiple 
channels, in multiple forms and in multiple ways, accel- 
erating construction of 20 development projects 
throughout the province, and increasing the staying 
power of economic development throughout the 
province. 


Five: add force in bilateral economic coordination, wel- 
coming coastal provinces to invest and develop 
resources in Henan. With the rapid development of the 
coastal economy, there is a growing demand by basic 
products for energy and raw materials, an area in which 
Henan has an exclusive superiority. We have instituted 
bilateral favorable and beneficial policies, and warmly 
welcome coastal and economic developed areas to co- 
exploit our province’s resources, promoting co-economic 
prosperity. 


FINANCE, BANKING 


Specialized Bank Reform Studied 


94CE0448A Beijing JINGJI YANJIU [ECONOMIC 
RESEARCH] in Chinese No 2, 20 Feb 94 pp 22-28 


[Article by Xie Ping (6200 1627): Chinese People’s Bank 
Policy Study Office: “On Reform of the Specialized 
Banks.” Editor's Note: The author delivered this report 
as a paper at the “International Workshop on Chinese 
Banking Reform and Development” in Shenzhen during 
November 1993. It has been abridged for publication in 
this magazine] 
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{ Text] 1. Basic Character of National Specialized Banks 
and Reasons Why Their Reform Is Lagging 


Greater emphasis on finance and banking and reform of 
finance and banking, characterized by a diversification 
of financial institutions, the use of new financial instru- 
ments, and the development of financial markets, has 
been going on in China for 15 years (Xieping et al, 1992). 
However, these institutional innovations have taken 
place and have been promoted largely outside the spe- 
cialized bank system. The organizational structure and 
the operating mechanisms of national specialized banks, 
which are the main financial business entities in China, 
have not been greatly reformed. In fact, the lag in their 
reform underlies the lag in all of China’s finance and 
banking reform. Before analyzing the reasons for the lag 
in reform of national specialized banks, it 1s necessary to 
summarize the basic character of the national specialized 
banks (because, it is these characteristics that play a very 
great role in determining the internal structure and 
behavior ¢ China’s specialized banks): 1) Regionalized 
structure. From top to bottom, level by level, the Chinese 
specialized banks have set up branch banks based on 
administrative divisions (provinces, cities, prefectures, 
and counties). Consequently, the specialized banks are 
superficially individual banks in a unified national bank 
system when they are, in fact, several thousand relatively 
independent local banks. 2) Internal administrative 
ranking system. For historical reasons, the national spe- 
cialized banks have had the character of government 
organs since the date of their founding. Thus, the banks 
have fashioned an internal “official standard” stimulus 
mechanism in which the pursuit of promotion is the 
ultimate concentrated expression of the individual effec- 
tiveness of bank staff members and workers. 3) Mixing 
of policy-related business with business-related business. 
4) Government plan-controlled credit business. Because 
of the lingering influence of the planned economy model, 
the government regards the specialized banks as credit 
middiemen for plan distributions, and as intermediary 
institutions for payments and settlements, whose busi- 
ness is solely to ensure that planned financial distribu- 
tion activities are performed. They have become an 
operating mechanism whereby production proceeds 
according to plan, and finance 1s subordinate to produc- 
tion plans. In a market economy environment, however, 
the specialized banks do market style business outside 
credit plans insofar as possible with a view to making a 
profit. In the absence of restraining laws and regulations, 
this kind of two-track system of doing business can easily 
lead to disarray in the financial trading order. 5) The 
industrial division of labor pattern among the four large 
specialized banks. At the working level, this industrial 
division of labor creates a situation in which a firm 
borrows, opens an account, and makes settlements only 
through a single bank, thereby producing a pattern in 
which a bank handles a firm’s funds exclusively. The 
bank becomes a firm’s largest creditor, thereby making it 
easy for the firm to shift risks to the bank. 6) Unified 
state control over income and expenditures as part of 
financial management. Evaluation of the specialized 
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banks’ business effectiveness and individual earnings 
have never een linked to profits; instead a semi- 
administrative agency-style unified state control over 
income and expenditures has been practiced in financial 
management. Some profit retention pilot projects were 
tried with some specialized banks (such as the Chinese 
Bank of Agriculture between 1989 - 1991), but without 
success. 


There are two main reasons why it is so difficult to move 
ahead with reforms to convert the specialized banks into 
commercial banks as follows: First are internal reasons, 
1.e., the reasons created by the specialized bank’s internal 
microstructure. Second are external reasons. Quite a few 
articles published in China have contained a fairly large 
number of analyses of the external reasons (Zhou Ziyuan 
[0719 5261 6678], 1993; Xu Jian [6079 1696], 1992), but 
analysis of the internal reasons have been few. Many 
articles have said a great deal about reforms that the 
specialized banks should make, and they have even gone 
so far as to provide quite a few ideas about the reform 
steps that should be taken (Xu Maosen [5171 5399 
2773], 1993). However, just why reform of the special- 
ized banks has lagged during the past 15 years has never 
been made clear. All these analyses imply one idea, 
namely, that the government has not really pushed 
reform of the country’s specialized banks. If the govern- 
ment really wanted reform, it could move ahead with 
reform measures unimpeded. Indeed, many of the 
reforms that China has conducted during the past 15 
years have been “compulsory institutional reforms” that 
the government has pushed. (Lin Yifu [2651 3015 1133}, 
1989) But why does the government fail to “apply 
pressure”’ only on the matter of national specialized bank 
reform. In China, reform of the national specialized 
banks has a bearing on many interest groups. To reform 
or not to reform, how much reform, and reform toward 
what goal depend on whether those that approve, sup- 
port, and push these reforms are in an advantageous 
position to muster relatively more strength against 
opposing interest groups. (Hu Ruyin [5170 3067 6892]. 
National specialized bank reform is more difficult to 
promote than enterprise reform, foreign tarde reform, 
price reform, agricultural reform and taxation reform 
because these specialized banks play a special role in 
China’s modern economic and political life. They have a 
bearing on interests in many quarters. Since this reform 
would lead to a substantial alteration of interest patterns, 
possibly it would be very risky. 


1. Monopoly Position. The monopoly position of the 
specialized banks is a factor in the lag of reform in two 
ways: First, monopoly interests have led to insufficient 
motivation for internal reform. Now that financial mar- 
kets have eniered a situation of strong barriers, and a 
shortage of money, coupled with vigorous demand and a 
fairly tremendous gap between state-controlled interest 
rates and market equilibrium interest rates, the 
monopoly interests of the specialized banks are enor- 
mous. Under these circumstances, for the banks, keeping 
things the way they are is preferable to reform that would 
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damage their monopoly position. Conversely, some 
reforms and policies that might benefit the specialized 
banks’ monopoly position (such as central bank delega- 
tion of authority, elimination of credit controls, permit- 
ting the specialized banks to provide full service busi- 
ness, increasing cost deductions, increasing bad debt 
reserves, etc), the specialized banks do their utmost to 
promote. Thus, the course of finance and banking reform 
in China for the past 15 years has been weird. On the one 
hand, progress has been substantial in reforming the 
central bank’s monetary policy and the development of 
financial markets while, on the other hand, the special- 
ized banks’ monopoly position has not changed in the 
course of reform. Meanwhile, the efficiency of these 
banks has declined, their services have not improved, 
their return on assets rate has fallen, and the percentage 
of their bad debts and overdue loans has risen. Second is 
the outward resistance created by oligopolistic interest 
relationships. By so-called outward resistance is meant 
the united resistance of the several specialized banks to 
external reform pressures. In 1986, 1988, and 1991, 
several efforts were made to implement substantive 
reform plans for the specialized banks, but none of them 
succeeded. This situation shows that since the several 
specialized banks monopolize the finance and banking 
business, a tacit agreement was reached among those 
sharing a common interest in certain quarters to block or 
weaken the central bank’s reform plans or monetary 
policy. In fact, any major decision that the central bank 
makes must obtain the “approval” of the specialized 
banks before it can be put into effect. Sometimes “dia- 
logue and consultation” (such as joint conferences and 
joint reports to the State Council) must be employed to 
solve problems. Unavoidably, the central bank must 
make “‘necessary compromises.” 


2. The government’s related interests and hesitation. The 
government (including the central bank) has never been 
resolute on the specialized banks reform issue. The 
reasons for the insufficient external (government) reform 
motivation are as follows: a) fear that central govern- 
ment’s revenues might be impaired. The business taxes 
and profits that China’s specialized banks pay have 
always been a main source of revenues for the central 
government treasury amounting to about one-sixth of 
central government revenues. In view of the relatively 
great decline in the percentage of central government’s 
fiscal revenues since 1987, this revenue has assumed 
greater importance. Consequently, when a given reform 
may impair the central bank’s earnings, the central 
government usually finds it hard to be firm. b) worries 
about carrying out the government’s economic policy 
intentions. For many years, the government has declared 
that the national specialized banks also have ‘“‘macroeco- 
nomic regulation and control functions.”” Government 
direct participation in specialized bank business deci- 
sions has never changed. This has three aspects: One is 
that the specialized banks are responsible for all policy- 
related loans for government-designated purposes; 
second, a substantial portion of commercial loans flow 
toward the sectors or enterprises that the government 
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favors, particularly loans to state-owned enterprises (at 
interest rates that are lower than the market equilibrium 
interest rate), which is actually a form of subsidy; and 
third, the total amount of specialized bank credit has a 
very great effect on total social demand. The prevailing 
system helps the government regulate and control total 
demand by controlling total credit. Therefore, when the 
existing specialized banking system fits in with the 
macroeconomic control system in certain regards, there 
can be no demand for “compulsory reform” for the time 
being. c) Certain technical factors. In the course of many 
years of operation, the specialized banks have con- 
structed a huge and complicated internal system. Were 
this to be fundamentally reformed, government would 
not be able to deal completely with certainly technical 
matters such as how to split up institutions, placement 
and transfer of personnel, changes in the settlement 
system, rescheduling taxes, accounting and the division 
of accounts for policy-related business and commercial 
business, rescheduling creditors and debtors, relations 
with local governments, etc. Worries about these matter 
may magnify the risks of specialized bank reform with 
the result that it has never been possible to make a 
decision. 


3. Other External Factors. The central government, the 
central bank, and the specialized banks themselves are 
the main decision makers in drawing up specialized bank 
reform plans. They consult with each other, and they 
haggle back and forth. However, in this decision-making 
process, certain external factors, or one might say “‘exter- 
nal conditions for reform” frequently become the main 
topic of discussion, or may even become the main factors 
affecting decisions. These factors include mostly the 
following: Since China has not yet set up a modern 
enterprise system, no strong restraints apply to enter- 
prises’ credit and liabilities. This is a decisive factor 
influencing the quality of specialized bank assets. No 
markets have yet been set up for the substantial flow of 
the key elements of production; thus, no profit equal- 
izing mechanism has been formed. The entire interest 
rate system remains controlled; thus, interest rates 
cannot truly reflect the money supply and demand 
situation and money’s opportunity costs. The finance 
and banking business’ taxation system and fiscal system 
is unfair. They frequently have a fairly pronounced 
administrative interference coloration, etc. This situa- 
tion has produced two points of view: One point of view 
maintains that it is necessary to wait until the above 
external conditions have been reformed to a certain 
extent before reform of the specialized banks can make 
any substantive headway. Only then can some reform 
measures be inaugurated. The other point of view main- 
tains that China’s current economic environment is not 
an obstacle to specialized bank reform. Both the special- 
ized banks and the aforementioned external factors 
require substantial reform at the same time, but reform 
of the specialized banks happens to be lagging now. The 
author agrees with the second point of view. Actually, 
emphasizing the full necessity for external conditions for 
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specialized bank reform is a “chicken or egg” argument 
for which there can be no solution. 


4. The Non-Support Attitude of Local Governments. 
Under current conditions in China, local governments 
(particularly provincial governments) have no decision- 
making authority on the specialized bank reform issue. 
However, local governments do have substantial power 
to direct the credit business of specialized bank 
branches. “When the treasury has no money, go to the 
banks,” is the usual rule. In the eyes of many local 
administrative officials, the local branches of specialized 
banks are a “second treasury.” Therefore, the funds of 
the nationwide specialized banks are cut up by jurisdic- 
tion; credit is localized; and how credit is used is subject 
to local government interference. The main office not 
only is unable to move money around, but its branch 
cadres efforts to allocate and apportion funds frequently 
meet with refusal by or ‘‘a plea” from the local govern- 
ment. This is particularly the case regarding the credit 
business of specialized bank local branches and sub- 
branches, and matters closely related to administrative 
officers’ “pet projects,” and “career achievements.” Fre- 
quently local funds shortfalls can be made up by having 
a specialized bank branch or sub-branch dun the central 
bank or the main office of a particular specialized bank. 
Therefore, local governments are largely satisfied with 
ihe present specialized bank pattern and its operating 
mechanism. They maintain an attitude of nonsupport 
for any reform plan that might change the present 
situation. This nonsupport attitude makes itself felt on 
ultimate decisions via various channels. 


5. Enterprises Demand for Specialized Bank Reform Not 
Sufficient. As far as state-owned enterprises are con- 


cerned (particularly for large- and medium-sized enter- 
prises on which decisions have a substantial effect), the 
limitations on specialized bank credit are very weak. For 


them, the specialized banks may be termed creditors, but 
they are actually suppliers of funds. The existing special- 
ized bank set-up benefits state-owned enterprises. Con- 
sequently, the demand of state-owned enterprises for 
reform of the specialized bank is by no means urgent. On 
the contrary, were the specialized banks to become real 
commercial banks, only those able to repay would be 
issued credit. The poor would be scorned and the rich 
favored. The toughening of credit restraints poses a 
threat to state-owned enterprises. For numerous state- 
owned enterprises that depend on credit to carry on, in 
particular, reform of the specialized banks would con- 
front them with the threat of bankruptcy. Large numbers 
of nonstate-owned enterprises are very dissatisfied with 
the specialized banks system because their possibility of 
obtaining credit from these banks is very small. There- 
fore. the urgency of their demand for reform is strong. 
However, nonstate-owned enterprises have no influence 
in the overall decision-making structure. 


Summarization of the foregoing shows that from the 
standpoint of four main interest groups—the specialized 
banks themselves, the central government, local govern- 
ments, and enterprises—external motivation and 
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external demand for specialized bank reform is not great. 
This is another way of saying that the existing specialized 
bank system has had a “positive benefit” for the above 
four major interest groups for a certain period, and this 
is also the reason that reform has lagged. The fact is that 
this “positive benefit’ stems from the tremendous 
amount of credit that the specialized banks grant every 
year, and this increase comes from the central banks 
credit (basic money) increase. It also comes from an 
increase in the cash balance that society needs in the 
process of monetarizing the economy. It is income 
derived from the issuance of money. During the next 
several years, the monetarization of China’s economy 
will slow; thus, the surplus income that comes from 
currency issuance will decline. On the other hand, the 
specialized bank’s loans in being will not turn over; the 
quality of assets will decline; and a latent crisis may 


appear. 
2. Challenges that the Specialized Banking System Faces 


The special bank system has been in operation in China 
for more than a decade. As market reforms intensify, the 
shortcomings of this system will become increasingly 
apparent. Therefore, some analysis of the !ambasting 
and challenges that the specialized banks have borne in 
recent years will help clarify the objective model for 
specialized bank reform. 


1. Development of Specialized Bank Foreign Financial 
Institutions. Since the advent of reform, very great 
advances have been made in the diversification of 
China’s finance and banking institutions. The financial 
reform path formed outside of these banking institutions 
has now entered a new stage. Eight small commercial 
banks, foremost of which is the Bank of Communica- 
tions, (including the Zhongxin Industrial Bank, the 
Guangda Bank, the Shenzhen Development Bank, the 
Guangdong Development Bank, the Fujian Enterprise 
Bank, the Shekou Merchants Bank, the Huaxia Bank, 
and the Pudong Development Bank) have been in busi- 
ness for only a short time. Nevertheless, all of their 
businesses have developed very rapidly. As of the end of 
June 1993, these banks had loan balances totaling 97 
billion yuan, or 4.53 percent of the 2.143 trillion yuan 
loan balance of the four large specialized banks for the 
same period. Their savings balance was 6.9 percent that 
of the four specialized banks. In addition, there are 380 
trust investment corporations, 3,800 urban credit coop- 
eratives, and 94 foreign-owned or joint venture banks (or 
operating financial institutions). The financial institu- 
tions, other than the four large specialized banks, have 
begun to compete in savings, loans, settlements, and 
foreign exchange business with the specialized banks. In 
addition, the flexibility of their operations, their tight 
internal management, their high assets quality, and their 
superior services have attracted quite a few talented 
people and business from the specialized banks. In 
places such as Shenzhen and Guangdong, in particular, 
the market share of the specialized banks had declined to 
around 50 percent. The administrative institution char- 
acter, the cumbersome nature, the ossified management, 
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and the not very high efficiency of the specialized banks 
puts them in an increasingly unfavorable competitive 
position. 


2. The International Onslaught. With the development 
and widespread application of science and technology in 
every country of the world in recent years, and with the 
tremendous increase in the socialization and even the 
degree of internationalization of production and mar- 
kets, financial reforms have been conducted on a global 
scale. In particular, the business and the organization of 
commercial banks have undergone profound and tre- 
mendous changes. These changes have entered China 
through international exchanges, and they stand in 
strong contrast to China’s specialized bank system. The 
“model effect” that the development of banking outside 
China has engendered in China has stimulated pressures 
for reform in China. These pressures come from both 
within the specialized banks themselves and from out- 
side. One onslaught that is particularly apparent is the 
outflow from the specialized banks of many expert 
cadres to foreign banks and other financial institutions. 
This has had a very great impact on the development of 
business in the specialized banks. The ossified system, 
technological backwardness, and the loss of skilled per- 
sonnel poses an even greater hidden danger for the 
future. Such a lambasting also means that after China 
“re-enters GATT,” when more foreign banks will enter 
China and may handle renminbi business, unless the 
specialized banks carry out basic reforms, they will be at 
a future competitive disadvantage. 


3. Challenges From the Development of China’s Market 
Economy. Since institution of a market economy, Chi- 
nese industrial and commercial enterprises have gradu- 
ally shifted over to the market economy. Market 
economy principles have been incorporated into enter- 
prises operating behavior. Enterprises demand for funds 
and financial services are also expressed in market law 
terms. Given this situation, the specialized banks, which 
mostly follow the former plan model, do not fit in with 
the market style enterprise system. For example, the 
operating plans that enterprises have drawn up to meet 
market demand do not mesh with the specialized banks’ 
credit plans. When enterprises need money, no credit is 
available, but when they do not it, the banks urge credit 
on them. Non state-owned enterprises that are making 
good returns cannot get loans, but money losing state- 
owned enterprises have plenty of credit available. Thus, 
these state-owned enterprises may re-lend money at 
higher interest, or they may not repay the loans or rhwy 
may charge off the interest as a cost. When market 
interest rates are high, grassroots branches of the special- 
ized banks use their money to make call-loans rather 
than for regular credit. By issuing call-loans, they can 
figure interest at the market rate [rather than at the 
government-set interest rate], and lend it and re-lend it 
making a commission on each transaction. The rise of 
real estate markets also lured some grassroots level 
branches of the specialized banks to invest. Risks were 
great and they lost money. By the end of 1992, the 
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country’s four large specialized banks had a net more 
than 100 billion yuan in short-term loans outside the 
system. This created havoc in the domestic financial 
order, the deepseated cause of which is the failure of the 
prevailing specialized bank system to fit in with 
development of a market economy. 


4. Challenges of Finance and Banking Innovations. 
Finance and banking instrument innovations made in 
China between 1985 and 1990 may be divided into seven 
categories: trust savings, commission savings, negotiable 
large amount certificates of deposit, national bonds, 
enterprise bonds, financial debentures, and stock. As of 
the end of 1991, these seven types of financial instru- 
ments accounted for 13 percent of total assets held by the 
nonfinance and banking sector and individuals. More- 
over, all of the above financial instruments, with the 
exception of the financial debentures, were used by the 
specialized banks. Since the last half of 1991, China has 
faced another surge of financial innovations. In addition 
to a sharp increase in the amount of stock shares and 
enterprise bonds issued, new financial instruments 
include: shares issued to staff members and workers in 
enterprises, corporate shares, informal fund raising by 
enterprises and local governments, mutual funds, bene- 
ficiary bonds, stock warrants, and convertible bonds. 
Financial innovations have sparked the development of 
direct financing and a large scale outflow of funds in 
many directions. In 1992, the country’s negotiable secu- 
rities markets issued 128 billion yuan worth of nego- 
tiable securities of all kinds, including 41 billion yuan 
worth of national bonds, 12.7 billion yuan worth of 
National Planning Commission National Investment 
Corporation bonds, 37.9 billion yuan worth of enterprise 
bonds, 22.5 billion worth of financial debentures, and 11 
billion yuan worth of stock. If shares issued within 
enterprises, the raising of funds outside plan, and such 
measures for which no statistics exist are added in, the 
People’s Bank head office estimates the total at 250 
billion yuan. This is 76 percent of the 329 billion yuan 
additional loans issued by the four specialized banks. 
These financial innovations and the outflow of funds 
through many different channels are actually a “back- 
lash” against the existing specialized banking system. 
Since indirect financing in China has long been primarily 
through the specialized banks, unless the specialized 
banks conduct fundamental reform, continuation of this 
intermediation may threaten the effective operation of 
the specialized bank system. 


5. Threats to the Macroeconomic Regulation and Con- 
trol of Finance and Banking. For many years, the gov- 
ernment’s macroeconomic monetary policy acted on 
total social demand through the specialized banks. The 
specialized banks have been the microeconomic founda- 
tion for monetary policy. However, the situation during 
the past several years shows the actions of the specialized 
banks to be at odds with the market economy. Because of 
the effect of all sorts of external and internal factors. the 
loans that the specialized banks have issued have not 
flowed into high output sectors. The result has been a 
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large number of dead loans. In addition, the specialized 
banks have used their monopoly position to “exert 
reverse pressure” on the central banks large increase in 
the basic money supply through devices such as “ensur- 
ing payment,” “guaranteeing large and medium size 
enterprises needs for working capital,” “backing the 
building of key construction projects,” and no “issuance 
of 1OUs.” Since 1992, in particular, the specialized 
banks have acted as a “funnel” for central bank basic 
currency through the use of short-term loans, joint 
investment with enterprises, and subsidiary corporation 
switch investments. As a result, money is added to the 
basic supply but never comes back. This can easily lead 
to credit inflation. Clearly, if the specialized banks 
themselves are not commercial banks that are self- 
limiting and bear risks themselves, this will hurt imple- 
mentation of macroeconomic monetary policy in a 
market economy unless administrative measures such as 
the “high official mechanism” is used (General Planning 
Research Team, 1992). Faced with the current special- 
ized bank system, market-oriented monetary policies 
will become increasingly ineffective. This threat is also 
one of the motivations for government and central bank 
determination to reform the specialized banks. 


3. Object Model for Specialized Bank Reform 


The goal of national specialized bank reform is presently 
clear. It is to make them into truly commercial banks. 
This holds three different levels of meaning: The first is 
the need to regard commercial banks as an industry, 
putting reform of the specialized banks into the context 
of industrial reform and not looking at it solely from the 
angle of individual banks. Second, it means that the four 
specialized banks will not necessarily be converted into 
four commercial banks. They might be converted into 
even more commercial banks. This would help shape a 
competitive environment. Third, the ultimate goal of 
this reform 1s to improve banking business returns and to 
promote the allocation of financial resources through the 
market. It is not reform for reform’s sake. 


Furthermore, since the specialized banks are a distinc- 
tive economic organization in China that are large in size 
and strongly monopolistic, the measures taken to reform 
them should be different. First of all, reliance on “grad- 
ualist’”’ methods generated outside the system are not 
likely to be effective. The tise required will be pro- 
tracted; thus, competitive markets will not be formed for 
a long time. Second, unlike the reform of the enterprise 
system, since there are only four specialized banks, 
reform of the specialized bank system becomes reform of 
the internal organization of four separate specialized 
banks. At this time, institutional reform and internal 
reform of the economic organization will coincide, 1.e., 
external reform impetus being applied directly to reform 
the organization internally. 


1. Destruction of the Specialized Banks Monopoly Posi- 
tion. Currently, there are four different ideas about this 
issue: One is to loosen banking business market access 
under strict standards (General Planning Research 
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Team, 1992), permitting the founding of new banks. The 
second is to permit the several already existing small 
banks, such as the Zhongxin Industrial Bank and the 
Guangda Bank, to do business across province lines to 
foster the formation of nationwide banks. Third is to 
permit the founding of civilian-run banks (Fan Gang 
[2868 4854], 1993). Fourth is to divide up the four 
specialized banks into several banks by province or 
region (World Bank, 1993). Even though the feasibility 
of these ideas awaits validation, the basic idea of 
destroying the specialized banks monopoly position is 
correct. 


2. Separation of Policy-Related Banks and Specialized 
Banks. As a result of many years validation, the govern- 
ment, the central bank, and the centralized banks have 
reached a consensus on this issue, and it has been spelled 
out in the State Council-approved financial reform plan 
(Chen Yuan [7115 0337], 1993). 


3. Reform of the Specialized Banks’ Organizational 
Structure. a) Structural reorganization of China’s indus- 
trial and commercial banks: While retaining the frame- 
work for the main office and branch system, the provin- 
cial branches should be abolished, 40 to 60 urban 
branches being placed under direct jurisdiction of the 
head office, these branches retaining about 80 percent of 
existing savings deposits. These urban branches would 
be operating branches doing business directly with busi- 
ness enterprises and not administrative banks as for- 
merly. The remaining branches would be organized as 
regional savings banks in a head office and branch bank 
system, doing business within a specific province. Their 
capital could be augmented through the issuance of 
corporate shares, and their business would attract busi- 
ness enterprise and individual savings deposits. They 
would provide short-term credit, settlement of accounts, 
and other retail services to industrial and commercial 
firms. b) Structural reorganization of the Chinese Bank 
of Agriculture: Once agricultural policy-related banks 
have been founded, the existing Chinese Bank of Agri- 
culture would become a Chinese agricultural cooperative 
bank system. The Chinese Agricultural Cooperative 
Bank would have a head office (at the national level). but 
it would no longer be like the present all-encompassing 
large bank with a headquarters and branches but rather a 
multilevel corporate system. The head office’s funds 
would come from purchases of shares by regional level 
agricultural cooperative banks and, aside from regular 
commercial bank business, its main business would be to 
balance financing among the regional agricultural coop- 
erative banks, and to standardize the system's regula- 
tions and dealings with foreign countries. The present 
Bank of Agriculture provincial branches would be elim- 
inated. Branches and sub-branches below the provincial 
level, and local rural credit cooperatives having requisite 
conditions would be amalgamated through the share 
system into a multitude of agricultural cooperative 
banks. They would be divided into grassroots level banks 
(county or township) and prefecture or municipal banks, 
all of them being independent corporate entities. c) 
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Changes in the structure of the Bank of China and the 
Chinese People’s Construction Bank. These two banks 
would become commercial banks retaining intact their 
head office and branch system, but the provincial level 
bank level would be abolished. From among the 
numerous first level urban branch banks, regional banks 
in charge would be selected as was the case with the Bank 
of China organizational structure before 1986. The main 
purpose of these changes 1s to weaken the direct relation- 
ship between the existing specialized bank provincial 
branch banks and local governments in the provinces, to 
prevent the regionalization of provincial branch banks, 
and to enhance head office regulatory authority and 
capabilities. 


In discussions of reform within the specialized banks 
during recent years, the cry for decentralization of 
authority over provincial level branch banks has been 
very loud. (This is related to local government support.) 
These banks want a greater delegation of autonomy to 
provincial and prefectural branch banks, and they main- 
tain that this 1s the only way to increase the operating 
efficiency of the specialized banks. Actually. this is a 
mistaken understanding. If a commercial bank system of 
a head office and branch banks 1s adopted, externally the 
bank would be an independent corporate entity, and 
internally there would be no need for market dealings 
among branch banks. If corporate or semi-corporate 
entity status 1s conferred on branch banks, and market 
trading is done internally among branch banks (such as 
making short term loans, savings and loan business, and 
securities trading back and forth), that would demon- 
Strate that the bank has not attained the optimum 
returns of scale, and that it should be divided up into 
several banks or become a multilevel corporate system 
group bank. The twisted organizational structure of the 
specialized banks in China today 1s due to this: Out- 
wardly, they are a single bank, but internally, the oper- 
ating autonomy among branch banks 1s very great. They 
conduct market trading among themselves, and branch 
banks even sign external contracts without authority of 
the head office. This blurs the line between the market 
and enterprises. It is an expression of the mixing of 
equity rights. Consequentiy, beginning with the equity 
structure in reorganizing the national specialized banks 
holds great significance. The author believes that once 
policy-related banks are set up and the “Corporation 
Law” 1s passed, the Chinese Industrial and Commercial! 
Bank, the Bank of China, and the Chinese People’s 
Construction Bank may be transformed into a full cap- 
ital state-owned limited liability corporation and, once 
conditions are ripe, this may be changed into a stock 
share limited hability corporation. 


4. Elimination of government administrative interfer- 
ence in the specialized banks. Once they have been 
transformed. as full capital state-owned commercial 
banks, the specialized banks should have the following 
relationship with the government: First, the government 
should have decision making authority only about the 
hiring and firing of the director of a commercial bank’s 
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head office, and it may not concern itself with internal 
bank personnel matters. This is the most crucial point, 
namely a a clear-cut client-agent mechanism. The spe- 
cialized banks would have a vertical system, and the 
provincial government and governments below the pro- 
vincial level would not interfere with personnel matters 
within the bank. Second, no level of government could 
interfere in the specialized banks’ credit business. Third, 
the state-owned commercial banks would set up a board 
of supervisors, the board of supervisors personnel to be 
selected by the government (most of them coming from 
outside the bank). The board of supervisors would be 
empowered to supervise and examine the state-owned 
commercial bank’s business plan and how well the value 
of state-owned capital was being maintained and 
increased. It would supervise, evaluate and note the 
performance of the bank director, and make recommen- 
dations on hiring, firing, rewards, and penalties. 


5. Integrated business orientation. Once China's special- 
ized banks have been transformed into state-owned 
commercial banks, the integration of their business ori- 
entation is inevitable. The position of commercial banks 
in providing short-term loans to industrial and commer- 
cial enterprises 1s well established. Throughout the world 
today, the business of commercial banks that have a 
head office and branch bank system shows a universal 
trend toward diversification and all-inclusiveness, and 
this trend has also been quickly transmitted into China. 
Although China’s specialized banks have nominally 
maintained the business separation system whereby they 
could not deal in securities or investment, in fact, they 
did do every kind of business through separate trust 
investment corporations. Therefore, the issue is not a 
separate business system or a comprehensive system per 
se, but on what kind of foundation to build an oversight 
framework. If the specialized banks become commercial 
banks that account independently. are responsible for 
risks, are self-limiting, have autonomy tn operation, and 
are responsible for their own profits and losses, and strict 
oversight measures also apply to them (such as the 
make-up of their assets and proportional limits stan- 
dards, assets responsibility proportional standards, and 
independent operation agent proportional standards), 
the integration of its business will not carry a very great 
risk. Instead. this will help mesh China’s finance and 
banking with international finance and banking. The key 
issue iS Oversight, not what kinds of business the bank 
does. 
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Features of New Industrial, Commercial Tax 
System 


94C F-04434 Beijing JIDIAN RIBAO in Chinese 
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[Article by Zan Fuxiang (2501 4395 4382); Part One of a 
Series of Discussions on the New Tax System: “The New 
Features of the New Industrial and Commercial Tax 
System”’] 


[Text] Editor’s note: Since the new tax system went into 
effect at the beginning of 1994, the JIDIAN RIBAO 
editorial department has received many letters from our 
readers, reporting a lack of understanding of the substance 
of this tax reform, and hoping that we would fill them in on 
it. In response to these requests, the editorial department 
has invited the Ministry of Machine Building and Elec- 
tronics’ Economic Regulation and State Assets Oversight 
departments to write a series of articles on the new tax 
system, which we are carrying here successively for refer- 
ence by our large numbers of readers. 


In the new tax system that went into effect at the 
beginning of 1994, what actually are the new features? 
The new parts are in contrast to the old system. Our 
former industrial and commercial tax system was 
formed after the 1984 substitution of taxes for profits 
and the overall reform of industrial and commercial 
taxes and profits, being a multi-tax and -profit, multi- 
link, and multi-level compound tax system with 32 tax 
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caegories, the major ones being the flow and income 
taxes, complemented by related auxiliary tax categories. 
But it was not adaptable to our socialist market economy 
development, being hard to play the proper regulatory 
role in the area of dealing with the distribution relations 
among the state, enterprises, and individuals and 
between the center and localities, which was adverse to 
the formation of China’s large uniform market and the 
implementation of our state industrial policy. 


The new tax system reforms old-system defects, such as 


nonuniform tax laws and tax administration, a too 


complicated tax system, too many and indiscriminate 
tax preferences, and an ever-growing gap between nom- 
inal tax rates and real tax burdens, so will be bound to 
bring stability and prosperity to economic activities, 
mainly as follows: 


—It will contribute to fair tax burdens, promoting equal 
competition. The former enterprise income tax catego- 
ries were set up with tax rates varying by respective 
ownership systems, with large- and medium-sized 
state enterprises subject to a 55-percent proportional 
[flat] tax rate, private enterprises subject to a 35- 
percent flat tax rate, and small state enterprises and 
collective enterprises subject to an eight-grade pro- 
gressive tax rate for excess income. The new tax 
system sets the enterprise income tax rate at 33 
percent, while giving the proper consideration to small 
enterprises with smaller annual incomes by setting two 
additional lower tax rates, to consolidate the tax laws 
and regulations for domestic-invested enterprises 
[DIEs]. As enterprises of all ownership systems use the 
same financial accounting principles, when calculating 
income taxes, they all adjust taxable income based on 
the provisions of the income tax laws and regulations, 
with the tax provisions on reductions and exemptions 
also becoming more consistent, thus consolidating 
taxable income criteria. While the former flow tax 
system included the three tax categories of value- 
added taxes, product taxes, and business taxes, the 
new flow tax system uses a dual regulatory system of 
general regulation through value added taxes and 
special regulation through consumption taxes in coor- 
dination with business taxes, overcoming the old tax 
system’s irrational phenomena, such as duplicate col- 
lections and overlapping regulatory functions. As the 
new tax system consolidates the internal and external 
flow tax system, as well as gradually consolidating 
other internal and external tax categories, it paves the 
way for the operation of a uniform and equal tax 
policy in the same market climate for DIEs and FIEs 
of all economic-ownership components. 


—It will help to rationalize the distribution relations 
among the state, enterprises, and individuals. Certain 
too high tax rates in the old tax system were hard for 
enterprises to bear, with its host of preferential poli- 
cies hard for the revenue sector to deal with. Local 
governments and responsible departments also used 
various pretexts to collect sizeable amounts from 
enterprises through means, such as management fees, 
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various funds, and set-asides. Contract-enterprise 
income taxes made enterprise income taxes exist in 
name only, as well as making for a confusing dual 
status for the state as both public manager and state- 
enterprise assets owner. The new tax system elimi- 
nates income-tax contracting, contributing to the con- 
version of both enterprise operating forces and 
government functions. The new tax system eliminates 
the “state enterprise regulatory tax” and the collection 
from state enterprises of state transportation and 
priority construction funds and state budget- 
regulation funds, not only lightening enterprise bur- 
dens, but also changing this nonstandard distribution 
form between the state and enterprises. For instance, 
the state-enterprise income tax rate had reached 55 
percent, with some having to pay profit-regulation 
taxes, causing enterprise difficulties that forced the 
adoption of tax-reduction and -exemption measures, 
causing a phenomenon of high tax rates, many prefer- 
ences, a narrow tax base, and low tax burdens, and 
eroding the tax base to cause a large loss of revenue. 
The new tax system will change this situation of 
reductions by the state and enterprise insustainability. 
In the old tax system, as to individual income taxes, 
foreigners were subject to the “Individual Income Tax 
Law,” Chinese citizens to the “Interim Regulatons on 
Individual Income Regulation Taxes,” and individual 
industrial and commercial household operations to 
the “Intermim Regulations on Urban and Rural Indi- 
vidual Industrial and Commercial Household Opera- 
tion Income Taxes,” with three taxes coexisting. This 
was hard to interpret in both legislation and execution, 
as well as being out of line with international practice. 
The new tax system provides for individual income 
taxes to be collected mainly on higher incomes, with 
lower or no taxes on middle and low incomes, helping 
to regulate the personal income gap, as well as allevi- 
ating the conflict of social distribution injustice. 


—It will help to delimit central and local revenue and tax 


management jurisdiction, to meet the needs of tax 
sharing. As the market role in the disposition of 
resources has expanded steadily, the flaws of the 
former revenue package system have grown ever-more 
evident. The division of tax categories in the new tax 
system considers not only income distribution 
between the center and localities, but also the regula- 
tory impact of taxation on economic development and 
social distribution. All legislative authority for central 
taxes, jointly-shared taxes, and local taxes 1s concen- 
trated in the center, to ensure uniform central govern- 
ment decrees, and to preserve a nationally uniform 
market and equal enterprise competition. The taxa- 
tion uses graded collection, with central and shared 
taxes collected by the central tax agency, the loca! 
share of shared taxes deposited directly into local 
treasuries by the central tax agency, and local taxes 


collected by local tax departments. This will help 
economicaliy developed regions to continue to main- 
tain a faster growth momentum while, through cen- 
tral-revenue return and transfer payment of taxes to 
localities, supporting the development of economi- 
cally backward regions and the upgrading of old indus- 
trial bases. 


—The new tax system streamlines and standardizes tax 
categories. The elimination of tax categories not suited 
to economic development, merging of duplicate tax 
categories, and installation of certain necessary tax 
categories, will contribute to tax-system simplification 
and efficiency. For instance, we have switched al] of 
the products previously subject to product taxes to 
value added taxes, as well as selecting |! products, 
such as tobacco, alcohol, cosmetics, expensive jewelry, 
and small motor vehicles, for collection of consump- 
tion taxes in addition to value added taxes, to reflect 
the principle of essentially maintaining the previous 
tax burden. The new system's business taxes have been 
expanded appropriately to include not only DIEs and 
units, such as state, collective, and private enterprises. 
and operations by Chinese citizens. but also FIEs and 
foreign enterprises. While the old business-tax collec- 
tion scope involved secondary industries and all ter- 
tiary ones, the new business tax can include tn prin- 
ciple operations that provide taxable services, 
transfers of invisible assets, and sales of real property 
The new business-tax taxable items are reduced from 
14 to nine, with the 27 tax rates in four grades reduced 
to nine in two grades. The collection of value added 
taxes on land can appropriately regulate excessive real 
estate transaction profits. The urban and rural con- 
struction maintenance tax will become one of the key 
tax categories in the local tax system. Other revisions 
of tax categories are: 1) we have abolished the rural 
market transaction, livestock transaction, oilburning 
special, bonus, and wage regulation taxes; 2) we have 
made the special consumption tax a consumption tax 
with a special regulatory role; 3) we have eliminated 
the collection from FIEs and foreigners of urban real 
estate and car- and boat-use license taxes, collecting 
uniform real estate and car-and boat-use taxes, and 
suitably raising currently too low tax rates and pay- 
ments; 4) we have devolved authority to localities for 
slaughtering and banquet taxes; 5) we are collecting 
inheritance taxes. 


Through this tax reform, China’s new industrial and 
commercial tax system will have the 17 tax categories of 
value added, consumption, business, individual income, 
enterprise income, FIE and foreign-enterprise income, 
resource, urban land use, land value added, urban and 
rural construction maintenance, real estate, car and boat, 
fixed asset investment orientation regulation, stamp, 
securities transaction, inheritance, and slaughtering 
taxes. 
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INDUSTRY 


Problems in Commercializing S&T Achievements 


94CE0441A Beijing JIDIAN RIBAO in Chinese 
6, 8 Apr 94 p 3 


{Article in two installments by Yan Jiuzu (0917 0036 
4371): “Commercialization of S&T Achievements 
Plagued by Eight Problems] 


[6 Apr p 3] 


[Text] For the nation as a whole, whether or not scien- 
tific and technological [S&T] achievements are promptly 
transformed into productive forces is a vital issue that 
will determine whether the Chinese economy will grow 
steadily and rapidly in a sustained fashion and whether 
the Chinese people can proudly take their place among 
the nations of the world. For an enterprise, it is also a 
paramount issue that will decide whether or not 11 will 
hold its own on the market where competition is 
becoming more and more ferocious. Thus far we have 
been less than adept at handling these two major issues, 
with the result that the transformation of S&T achieve- 
ments is plagued by eight major problems. For the 
enterprise, there is no running away from these obstacles 
either. What are these eight obstacles? How can we 
overcome them? This article will run a series of five 
articles starting today. We will begin by discussing the 
eight factors that hamper the transformation of S&T 
achievements into productive forces. Next we will look 
at S&T work in the United States and Japan and find out 
how S&T achievements there are turned into productive 
forces. Will the series of articles set our readers thinking 
and making mental associations? Will they come up with 
some good suggestions about S&T work in China and the 
transformation of S&T achievements? Jot them down 
and mail them to us; S&T work needs participation and 
strategizing by the public. 


—The effective energy utilization rate in China is only 
two-thirds that of advanced nations. 


—The large-area dissemination and application rate of 
S&T achievements in China is merely 15 percent. 


—Only 4 percent of China’s high-tech products are 
exported. 


—Only 34.5 percent of China’s national-level major 
S&T achievements are commercialized. - China 
spends a mere 0.71 percent of its gross domestic 
output on research and development [R&D]. 


—There are eight major problems in the transformation 
of S&T achievements in China. 


Importance and Urgency 


The Chinese economy has been expanding rapidly in 
recent years. Rapid growth, however, masks such prob- 
lems as poor productivity, low profits, irrationality in the 
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industrial structure, and lack of competitiveness. These 
problems will inevitably crimp further economic growth. 


China’s international trade has grown significantly in the 
last few years, with exports almost hitting $400 million 
in 1992. Ten years ago, China accounted for | percent of 
global trade; now its share has risen to 2.5 percent. 
Manufactured goods used to make up 50 percent of 
Chinese exports; to date they constitute 80 percent. 
Nevertheless, most of the increase in exports still occurs 
in labor-intensive industries like textiles and footwear. 
Chinese exports enjoy an edge—in price, not in quality 
or technological content. 


China is a relatively resource-poor nation. In this nation 
that requires 1.1 billion tons of standard coal each year 
to keep the economy growing, however, the effective 
energy utilization rate is only two-thirds that of 
advanced nations. In China, for instance, it takes 400 
grams of coal to generate one kwh of electricity, 100 
grams more than other nations. We consume 30 percent 
more energy than elsewhere to manufacture a ton of 
steel, 70 percent more to make a ton of cement, and 100 
percent more to turn out a ton of glass. 


To sum up, China must rely on S&T progress and 
accelerate the transformation of S&T achievements if 
the Chinese economy is to continue to grow steadily and 
healthily for a long time to come. 


Present Situation and Gap 


Some research units have calculated the rates of contri- 
bution of S&T progress to economic growth since reform 
went under way and the open policy was introduced: 16 
percent in the 1980's and rising to 20 percent in the 
1990's. Transactions on the technology market rose from 
2.1 billion yuan in 1985 to 15.6 billion yuan in 1992, a 
640 percent gain. The rate of the large-area dissemina- 
tion and application of S&T achievements is only 15 
percent. According to classified standards statistics com- 
piled by the General Administration of Customs, while 
high-tech products made up 4 percent of China’s total 
exports in the 1980's, the corresponding figures for other 
newly industrialized countries [NIC’s] during the same 
period ranged from 10 to 15 percent. New products 
accounted for 32 percent of total sales by U.S. firms in 
1986; the projected figure for the 1990's is 50 percent. 


We can see from the above data that although China has 
made significant headway in S&T achievements trans- 
formation since reform went under way and the open 
policy was introduced, it still trails the developed nations 
and the NIC’s. Without a wealth of new products with 
S&T content, it will be impossible for China to beat the 
competition on the world market in the months and 
years ahead. Thus identifying the structure that will 
accelerate S&T achievements transformation has 
become a hot topic in the S&T policy debate in China. 
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Problems and Difficulties 


—Institutional barriers. Scientific research versus pro- 
duction. High-tech research versus traditional indus- 
trial transformation. Making use of industry-based 
technical centers versus raising the technical standard 
of enterprises. Importing technology versus devel- 
oping it on our own. Problems abound when it comes 
to planning comprehensively and coordinating and 
balancing the two sets of issues, revolving around the 
nation’s priority tasks. Our S&T work is characterized 
by large-area low-level duplication. Numerous S&T 
achievements are not effectively and promptly applied 
in production. The same piece of technology may be 
imported many times over, which prevents what lim- 
ited funds we have from being utilized properly. All 
these problems are commonplace. They involve not 
only the macro-management of the economic system 
and S&T system, but also the sound division of labor 
and optimal configuration of such systems. To effec- 
tively marry S&T with the economy at a high level, we 
must improve the existing S&T management system 
and economic planning management system and 
establish a mechanism whereby scientific research 
organizations and institutions of higher education can 
participate in major national economic projects. 


Developed nations have taken a host of measures in 
recent years to speed up S&T advances, economic 
growth, and S&T achievements transformation. Take 
the United States, for instance. The U.S. Government 
has stepped up the macro-management of science and 
technology in recent years, doubling its attention to the 
role played by research and consulting in S&T decision- 
making. Former President George Bush elevated his 
scientific adviser to presidential assistant, equal in 
standing to the assistant to the president for national 
security affairs, who could participate in national eco- 
nomic and security policy-making at the top level. In 
February !°90 he revived the Presidential Scientific 
Advisory Commission and put it on a par with the 
Council of Economic Advisers. This was followed by the 
restructuring and strengthening of the Federal Scientific, 
Engineering, and Technological Coordinating Com- 
mittee to enable it to play an even more extensive role in 
inter-departmental S&T policy coordination. It was pre- 
cisely because of the heavy involvement of the U.S. 
Government that the United States was able to turn the 
tide in the global computer chip war and beat Japan. 


—Weak consciousness. With its huge population and 
poor foundation, China is economically and culturally 
backward. In China the development of social produc- 
tive forces 1s hampered by a variety of serious con- 
straints: demographic, resource, and environmental. 
Traditionally we have tried to develop the economy by 
consuming huge amounts of resources. Efficiency was 
low and social productivity was equivalent to barely 5 
percent of the best in the world. We will be doomed if 
we do not size up the times and grasp the opportunity 
with a sense of urgency and a sense of crisis and truly 
base economic construction on S&T advances and the 
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improvement of the quality of the labor force. The 
new global technological revolution is more than an 
economic challenge to us, it is also a political chal- 
lenge. The more economically and culturally back- 
ward a nation, the greater its need to make science, 
technology, and education its top pnority and put 
them to use to achieve a quantum leap in the devel- 
opment of productive forces and productivity. In this 
area we should be more alert, more conscious. 


The relations between S&T, on the one hand, and the 
economy, on the other, has never been properly straight- 
ened out over the years. Agencies which manage S&T 
and their counterparts in charge of the economy have 
been converging institutionally and overlapping func- 
tionally. In the process, we have ignored to achieve a 
sound division of labor between the two. Meanwhile, 
departmentalism, localism, both byproducts of the 
small-agriculture mentality, and the idea of preventing 
an outflow of profits have also inhibited the formation of 
a fruitful partnership between S&T and the economy. 


If cadres at all levels continue to fail to truly appreciate 
the importance of S&T and remain content with the kind 
of short-term progress resulting from continued exten- 
sive development, if they still do not realize the danger 
posed by the widening gap with the West and fail to 
think in terms of the nation’s general interests, then the 
future looks grim as far as China’s four-modernization 
drive 1s concerned. 


—Institutional malfunctioning. In a market economy the 
law of value plays a dominant role and all means of 
production circulate on the market and participate in 
competition. Hence the formation of the average rate 
of return. As organic capital formation increases, 
moreover, there is a tendency for the average rate of 
return to decline steadily, forcing enterprises to 
scramble for relative surplus value by working harder 
to improve production technology. At a time when 
international competition is getting ferocious, in par- 
ticular, a number of illegal channels “leading to exces- 
sive profits” are often blocked, thus leaving S&T 
competition the sole forum for legitimate competition. 
The enterprises’ urgent demand for S&T progress is 
precisely why the market economy can accelerate the 
transformation of S&T achievements. 


However, even in developed capitalist nations with a 
market economy, government spending on S&T chan- 
neled through the planning mechanism almost equals 
what industry itself invests in S&T. The reason is this. 
While S&T typically wrestles with mid- and long-term 
economic development problems, market demand is 
basically short-term or near-term. Macro-planning by 
the state, therefore, is needed to compensate for this 
weakness. Thus, if we organically and flexibly deploy the 
two mechanisms—market and planning, S&T will suc- 
cessfully drive economic growth in a sustained manner 
and an endless flow of S&T achievements will be trans- 
formed into competitive new products. 
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S&T planning under a planned economy differs from 
S&T planning under a market economy. The former is 
technology-led, shaped mainly by what is in the plan and 
the technology development plan. The latter is market- 
driven, essentially a response to short-term and long- 
term market demand. S&T achievements transforma- 
tion is much more rapid under the latter. 


—Sluggish demand. Enterprises are the principal trans- 
formers of S&T achievements, but their demand for 
S&T is less than robust. The reasons are multifaceted. 
Based on the findings of surveys on some enterprises 
and scientific research institutions, they can be sum- 
marized as follows: 1) Since China is still in transition 
from a planned economy to a market economy, enter- 
prises still have not realized their own decision- 
making authority. According to a survey on 6,800 
large and mid-sized enterprises across the nation, only 
15 percent have been truly vitalized. Government 
intervention remains excessive. 2) For the two-thirds 
of the nation’s large- and medium-sized enterprises 
which are still losing money, these are tough times. 
They lack the economic means to go after S&T 
progress. 3) Enterprise leaders do not have a strong 
awareness of science and technology. 4) Funds are 
lacking for transforming S&T achievements. 
According to statistics, of the achievements already 
transformed, self-raised funds were used in 56.8 per- 
cent of the cases; government funds allocated under 
the S&T plan, 21.6 percent; loans, 5.2 percent; and 
venture capital, a mere 2.3 percent. The transforma- 
tion of S&T achievements embraces the entire process 
from the laboratory to industrialized production, of 
which the most difficult stages are intermediate testing 
and industrialized trial production. They require 
investment on a large scale but is highly risky. 5) There 
are no common interests between enterprises and 
scientific research units. Enterprises complain that the 
units turn out immature achievements, poor in quality 
but high-priced. Scientific research units criticize 
enterprises for not understanding the value of tech- 
nical commodities. The gap between enterprises and 
research units has never been properly bridged. 
Studies have been conducted on the standard of tech- 
nology currently provided by research units in the 
country. Of the large enterprises surveyed, 77.4 per- 
cent considered it “average,” 19.6 percent said it 1s 
“not high,” and only 3 percent deemed it “fairly 
high.” Even among small. and medium-sized enter- 
prises, 59 percent said it is “average” and 28 percent 
regarded it as “not high.” In addition, 38 percent of 
large enterprises and 62 percent of small- and 
medium-sized enterprises considered existing tech- 
nology transfer costs “too high.”’ In contrast, 90 per- 
cent of scientific research thought they are “too low.” 
6) R&D funds are not actually made available. Under 
State Council regulations, enterprises may set aside | 
percent of their sales revenue to fund R&D. According 
to statistics, however, one third of enterprises set aside 
1 percent while two-thirds fail to do so. According to 
surveys on the metallurgical, chemical, mechanical, 
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and electronic industries, the set-aside rates are, 
respectively, 0.5 percent (1.5 percent), 1.1 percent (3.3 
percent), | percent (4.5 percent), and 5.5 percent (10 
percent). (Figures in parentheses are averages of sim- 
ilar industries overseas) The spending gap between 
China and other countries is 1:3 on the average. 7) 
Scientific research units balk at transferring their 
achievements and would rather commercialize them 
themselves. Statistics show that of all national-level 
major achievements, 34.5 percent were transferred 
and commercialized while 56.2 percent were commer- 
cialized by the research units themselves. The reason 
is that transfer fees were lower than R&D costs in 50 
percent of the projects transferred. With transfer, 
moreover, there is no guarantee that intellectual prop- 
erty rights would be protected. Of the projects sur- 
veyed, no protective measures were taken in 45.7 
percent of the cases. 8) Enterprises have meager 
capacity for technology development. Statistically, 54 
percent of large and mid-s| ~d enterprises have their 
own technological development offices, but only one- 
third are really doing their job. Enterprises account for 
just 29.5 percent of all professional and technical 
personnel in the nation, only 24.6 percent of them 
senior personnel. 9) Enterprises prefer importing for- 
eign technology and equipment to using domestic S&T 
achievements. According to studies on the machinery 
and electronic industries, 39.8 percent of the new 
technology applied was imported while barely 2.8 
percent was domestic in origin. Altogether China 
spent more than $100 billion in the past decade 
importing technology and equipment, far higher than 
what the nation spent on R&D at home. The reasons 
are manifold, eg., imported technology is mature, 
dependable, and of a higher standard, and can be 
swiftly put to work. Importing foreign technology also 
provides opportunities for overseas training. 


As part of corporate restructuring in recent times, a new 
form of enterprise has emerged in the United States. For 
the specific purpose of developing a particular product, a 
number of companies and scientific research institutions 
may get together to form an “ad hoc” company. When 
the mission in question 1s accomplished, the company is 
disbanded. U.S. corporations too have been undergoing 
restructuring in recent years. They discover that the 
bigger a company, the more bureaucratic it becomes. 
This is the main organizational reason why the United 
States has lost out to Japan in international competition 
over the past few years. Japanese companies are struc- 
turally connected both horizontally and vertically. Big 
companies and big corporations are composed of small 
companies level upon level, with the small companies 
enjoying a substantial measure of independence. These 
days big U.S. corporations are scrambling to break up 
into smaller units to make themselves more flexible. It 
was against this backdrop that the idea of an “ad hoc” 
company was born. 
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[Text] There are eight major problems in S&T achieve- 
ments transformation in China. 


—Under-investment. Not enough is being spent on S&T 
achievements transformation relative to R&D 
funding. The shortfall differs from industry to 
industry, but usually ranges from hundreds of percent 
to 1,000 percent. Without increasing investment, all 
the talk about accelerating S&T achievements trans- 
formation will remain empty talk. The question is: 
Who will pay and how? How much money should be 
invested in a particular stage of the transformation 
process should depend on its riskiness and nature. 
S&T achievements derive from R&D. To ensure an 
unbroken flow of achievements, we must begin by 
boosting investment in R&D. Although they are cur- 
rently in the grip of an economic recession, developed 
nations around the world have been boosting their 
R&D spending sharply relative to the GNP, almost 
reaching 3 percent. It may be that people who control 
the purse strings in those countries truly appreciate the 
importance of S&T in the modern world. Moreover, 
the leaders of 2 number of NIC’s and developing 
nations who have seen the light are also scrambling to 
increase S&T investment. By the end of the century 
S&T funding will reach 5 percent in South Korea and 
2 percent in India, up from the current 0.9 percent. 
Other countries like Brazil, Egypt, and Thailand are 
also rushing to augment S&T spending. 


In China, R&D spending accounted for 0.72 percent of 
the GNP in 1991 and dropped to 0.71 percent in 1992. 
The decline had something to do with the rapid expan- 
sion of the GNP in 1992, but it also shows that R&D 
spending has failed to keep pace with GNP. If we persist 
in our present mentality and continue to force economic 
growth by desperately expanding the scale of operations 
and boosting sham GNP through waste, instead of 
relying on S&T to bring about economic development, 
China will be overtaken by other developing nations, 
never mind catching up with the advanced nations. We 
must commit ourselves to increasing S&D spending to 
1.5 percent of the GNP by the end of the century, up 
from the current 0.71 percent. 


Enterprises should increase investment in S&T even as 
the government does likewise. 


Venture capital should be used to finance the transfor- 
mation of most S&T achievements. According to esti- 
mates by venture capital companies overseas, in the 
1970's it was possible to make a profit v hen one project 
out of ten survived and in the 1980’s, two out of 10. The 
transformation of high-tech achievements will not be a 
success unless we go all out to put the venture capital 
business on a sound footing. 


There are over 600 venture capital investment compa- 
nies in the United States with a combined capital 
exceeding $100 billion. About 3,000 high-tech compa- 
nies rely on these funds to finance their operations. For 
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the most successful venture capital companies in the 
United States, the annual rate of return can run as high 
as 50 percent. More typically the rate of return is around 
35 percent. 


Intermediate testing, industrial testing, and production, 
all stages in the transformation of S&T achievements, 
should mainly be financed by credit. State banks should 
set aside funds specifically to make S&T loans. Between 
them, the Industrial and Commercial Bank of China and 
the Agricultural Bank made S&T loans totalling 3.84 
billion yuan during the Seventh Five-Year Plan and over 
3 billion yuan in 1991 alone. But this is far from 
sufficient. By 1995 S&T lending should exceed 10 billion 
yuan. Already S&T lending in the Seventh Five-Year 
Plan has paid off. The 3.84 billion yuan in S&T loans 
extended by the banks had financed 6,300 projects as of 
1990, boosting output value by 15 billion yuan and 
profits and taxes by 3.4 billion yuan and earning $850 
million in foreign exchange. 


—Lack of personnel mobility. The most effective way to 
speed up S&T achievements transformation is to 
enable such achievements to move with their vehi- 
cles—S&T personnel. But since there are all sorts of 
barriers to the circulation of qualified personnel. the 
magnitude of such circulation is severely limited. 
Involved here is a host of issues tied up in social and 
economic reform: housing, health insurance, old age 
insurance, permanent residency registration, educa- 
tion for their children, and the job title system. It is 
proposed that the government speed up the reform of 
the social security system, particularly unemployment 
insurance, pension insurance, and health insurance. In 
addition, housing reform should be accelerated. When 
achievements circulate along with qualified personnel, 
disputes will occur over intellectual property rights. 
The state should draw up the appropriate policies, 
laws, and regulations to encourage circulation and 
protect intellectual property rights at the same time. 


With qualified personnel immobile and small and mid- 
sized enterprises, particularly township and town enter- 
prises, desperate for expertise, there has arisen the 
“second job” issue. Wages of S&T personnel should be 
decontrolled and the government should collect taxes 
based on a progressive income tax system. The job titles 
of S&T personnel may be divided into national-level and 
local-level ones. National-level job titles may be evalu- 
ated in accordance with national standards while local 
ones should be evaluated by the units themselves. To 
sum up, the government should introduce a “three- 
decontrol” policy with regard to S&T institutions and 
S&T personnel, namely decontrolling the hiring of per- 
sonnel, decontrolling the distribution system, and decon- 
trolling job titles. 


In accordance with the principle of “stabilizing one end 
and deregulating one part,” the management of S&T 
institutions should vary depending on their type. There 
should be strong government support for institutions 
conducting basic research and public-interest research. 
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Institutions and scholars who receive official aid should 
be evaluated every few years and measures taken 
depending on evaluation results. Open market-oriented 
research organizations should be left to the market; such 
organizations should be given decision-making authority 
in their operations and held accountable for their own 
profits and losses. 


With the exception of scientific research institutions 
which handle state secrets and commercial secrets, other 
research institutions should be thrown open to society 
across the board. Controls on equipment, machinery, 
and personnel should be lifted. The fee-for-use and 
fee-for-service system may be adopted to accelerate S&T 
achievements transformation. “Going outside” is not 
enough; we should also take pains to “invite them in.” 


Major scie otific research institutions may consider vital- 
izing a section or office first by allowing it to join forces 
with one part of an enterprise to form a “flexible 
company.” Once the task in question is completed, the 
company will be dissolved. 


Decontrol S&T personnel. Allow them to circulate freely 
in accordance with market supply and demand. The 
government should take pains to adopt a variety of 
incentives to encourage S&T personnel. As far as the 
acceleration of S&T achievements transformation is 
concerned, in the past most incentives were targeted at 
people in R&D, while little was done to encourage 
people who had made outstanding contributions to 
design, intermediate testing, and production develop- 
ment. High-tech and new technology development zones 
have been instrumental in high-tech development. A 
number of special policies should be introduced on a 
trial basis in the high-tech development zones with hopes 
of accelerating high-tech commercialization, industrial- 
ization, and internationalization. To boost investment in 
high-tech, for instance, the Australian Government has 
formulated a “150 percent tax rebate policy.”’ Here in 
China, the government has adopted a ‘“‘three- 
exemptions-and-two-cuts” policy in high-tech develop- 
ment zones. For people engaged in genuine R&D, incen- 
tives should be made even more attractive in the future. 
This is because high-tech development is highly intellec- 
tual and highly risky and requires substantial inputs, so 
incentives should be augmented. 


Let us take a look at the current state of China’s 
high-tech development zones. The Zhongguan Cun 
development zone boasts the highest concentration rate 
of expertise in the world, yet other than the Stone Group, 
whose sales exceed | billion yuan, everybody else oper- 
ates on a fairly modest scale. The biggest problem is that 
it is everybody for itself in the zone. There is no systems 
design, no coordination. Instead the companies are like 
stragglers and disbanded soldiers, each fighting its battle 
on its own. At best the zone can be described as a place 
where a number of high-tech companies are concen- 
trated. It has not yet developed the collective edge of a 
high-tech development zone. 
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—Importation mismanagement. When it comes to 
importing and transforming advanced foreign tech- 
nology promptly, Japan must be the most successful in 
the world. In the 20 years between 1968 and 1988, 
Japan spent $6.3 billion importing a total of 30,000 
pieces of technology. Had Japan tried to develop the 
technology itself, it would have cost them 14 times 
more in R&D funding and taken four times as long. By 
importing the technology, Japan reaped $1,000 billion 
in direct profits. What a big pay-off! 


There is no denying the contribution of technical 
imports to the sustained and rapid growth of the Chinese 
economy in the 13 years since reform went under way 
and the open policy was introduced. According to 1990 
statistics, China spent $100 billion importing technology 
and equipment in the previous 10 years, about $15 to 
$18 billion on the importing of technology alone. While 
no exact data exist on the direct benefits of such imports, 
the macroeconomic results have been quite good. How- 
ever, the management of importation has many prob- 
lems, which can be summarized as follows: 


The phenomenon of “imports hurting domestic indus- 
tries.” There were many technologies and much equip- 
ment which China was able to provide. Still, vast sums 
were spent buying from overseas. Not only was precious 
foreign exchange wasted, but these imports also dealt a 
blow to domestic industries and S&T work. 


“Duplicate importation.”” According to 1988 data, 113 
color TV production lines were imported, as well as 33 
low-quality micro-electronic parts production lines, 70 
refrigerator production lines, and 15 copier production 
lines. In the case of color TV production lines, the rate of 
capacity utilization is less than 50 percent. 


Little spent on absorption, assimilation, and innovation 
relative to the spending on importation. Japan spends 
between $5 to $7 on absorption, assimilation, and inno- 
vation for every $1 it spends on importing. China spends 
very little on the former. At one point in the past, China 
put together a “12 dragon” absorption and assimilation 
plan but implemented only part of it for lack of funding. 
Take, for instance, China’s iron and steel enterprises. 
They have a $6 billion import budget but spend a mere 
490,000 yuan on absorption and assimilation. 


—Incomplete laws and regulations. As noted above, the 
transformation of S&T achievements has been badly 
hurt by disputes between enterprises and scientific 
research organizations over intellectual property 
rights. Successful technology transfer must take place 
within the appropriate legal framework. A legal frame- 
work is needed to give technology transfer a favorable 
environment. 


It is suggested that the government accelerate S&T 
law-making to protect intellectual property rights. This 1s 
a prerequisite for accelerating S&T achievements trans- 
formation. 
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SMALL-SCALE ENTERPRISES 


Survey on Jiangsu Rural Enterprise Stock System 


94CE0455A Nanjing XINHUA RIBAO 
in Chinese 22 Mar 94 p 6 


[Article by Gu Jiekang (7357 0094 1660), Cao Guangfu 
(2580 0342 4395), Wang Xuefei (3769 7185 7236), Xu 
Sihua (1776 1835 5478), and Gu Xinhua (7357 2450 
5478) from the Research Office of Jiangsu Provincial 
Committee: “Reflections on the Issue of Carrying Out 
the Rural Enterprise Stock System in Jiangsu’’] 


[Text] Recently, we conducted a systematic investigation 
on carrying out the stock system in the rural enterprises 
of Jiangsu Province. We visited the five cities of Suzhou, 
Zhenjiang. Yangzhou, Yancheng, Xuzhou, and 10 coun- 
ties and districts. According to relevant information, by 
the end of August 1993 Jiangsu had 8,801 township 
enterprises (bodies) under various stock systems (exclud- 
ing Huaiyin City). Total capital stock was 7.569 billion 
yuan, of which 2.088 billion yuan was newly increased 
capital stock. Viewed from regional distribution, more 
than 60 percent of them were located in the three cities 
of Nantong, Yancheng, and Yangzhou. Viewed from the 
proportion of stock system enterprises in township enter- 
prises, 7.45 percent was the average figure for the whole 
province, and the above-mentioned three cities made up 
respectively 27.56 percent, 12.98 percent, and 6.92 per- 
cent, whereas the three cities of Suzhou, Wuxi, and 
Changzhou only made up !|.74 percent, 3.64 percent, and 
5.59 percent. There are five types of stock systems now 
being carried out in various places: increase the number 
of shares, discount the number of existing shares, joining 
shares by legal persons, joint partnership shares, and 
collective shares by individuals. Most were transformed 
from original collective enterprises. Altogether, there 
were 5,676, accounting for 64.5 percent of the existing 
stock-sharing enterprises. Trends show that southern 
Jiangsu primarily focused on collective enterprises and 
northern Jiangsu mainly targeted individual and private 
economies to implement stock systems. We can see from 
the above data that Jiangsu had an uneven development 
in carrying out the township enterprise stock system. 
However, the general trend is that it is unfolding from 
pilot programs to large areas, and in some cities and 
counties the practice is gradually gaining momentum. 


Evaluation of Carrying Out the Stock System at Present 


In general, in recent years various localities carried out 
the stock system by pilot programs, promoted it only 
after gaining experience, and development has been 
healthy. Practice shows that carrying out the township 
enterprise stock system is another great creation of the 
Chinese farmer. It is also another new breakthrough in 
continuing rural reform at present. Viewed from 
achievements made in various localities, the role of this 
move stands out in the following five areas: It is condu- 
cive to (1) clarifying the relationships of property rights 
in enterprises; (2) strengthening the sense of masters and 
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risk on the part of the cadres and staff of enterprises; (3) 
increasing new channels for raising capital; (4) adjusting 
the organizational structure and product mix, and 
strengthening the competitiveness of enterprises; and (5) 
establishing and perfecting constraining mechanisms, 
and standardizing collective economic organizations of 
communities and the managerial behavior toward enter- 
prises by the government. 


At present, current problems in carrying out the stock 
system are mainly: One, some cadres and masses have so 
far not unified their thinking. They still have quite a few 
“mistakes” and doubts in understanding. Second, some 
localities over emphasized the fund-raising function of 
stocks and neglected the transformation of management 
mechanism of enterprises. Thus, the stock system 
became a mere formality. Three, there was a lack of 
standardization in demarcating property rights and 
establishing stock rights. Particularly, controversy grew 
intense and practices varied over two issues, namely, the 
establishment of enterprise stocks and the change of 
collective stocks to individuals. Four, the proportion of 
individual stock partnership was low, only about 10 to 
15 percent throughout most parts of the province. In 
practice, it is difficult to increase the staff's concern over 
the performance of enterprise management by this pro- 
portion. It is also very difficult to bring into play the 
superiority of the stock system. Five, relevant policies do 
not match. Particularly, the nature of enterprises under 
stock svstems, registration, and credit policies are not 
clear vct. This has affected the enthusiasm and initiative 
of enterprises. 


The Issue of Linking the Stock System to the Contract 
Management Responsibility System 


Some comrades believe that practicing the stock system 
means the replacement of the contract management 
responsibility system. This is a misunderstanding. There 
is no exclusionary relationship between the stock system 
and the contract management responsibility system. 
What the stock system solves is the property rights of 
enterprises, that is, the ownership of assets. What the 
contract management responsibility system solves is the 
management mechanism of enterprises. Some people 
simply put this kind of relationship into “property rights 
are shared in the form of stocks and management is 
revealed in contracts.” This statement is reasonable. For 
township enterprises to establish modern enterprise sys- 
tems, there should be a good combination of the stock 
system and the contract management responsibility 
system. Mutually complementary, these two systems will 
bring their roles into full play. 


In terms of linking the stock system to the contract 
management responsibility system, Zhenjiang’s experi- 
ence is worth noting. Their practice is “two changes and 
two nonchanges.” That is, “the form of distribution 
changes but contractors normally do not change; plans 
for management and development change in accordance 
with actual circumstances, but the contract quota system 
normally does not change.”’ “Stocks” and “contracting” 
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will combine to achieve a stable link. Board of directors, 
board of supervisors, and stock holders meetings must 
actually exercise their functions and powers. Township 
governments must reduce their administrative interfer- 
ence in enterprises. The form of entrusting stock holder 
representation can be employed to ensure the apprecia- 
tion of collective assets of enterprises under the stock 
system. Experiences of grassroots organizations show 
that the relationship between township governments and 
enterprises practicing stock systems should include four 
areas: planning, coordination, supervision, and service. 
At the same time, attention should be paid to training a 
contingent of township entrepreneurs who have vision, 
clear thoughts, know how to manage businesses, and are 
knowledgeable of modern commodity economy. Only by 
so doing can we truly establish a highly efficient enter- 
prise management mechanism in which property rights 
are clear, two powers are separated, and shareholders 
participate in democratic management and democratic 
supervision. 


The Issue of the Distribution of Benefits 


The distribution of benefits is a critical link in carrying 
out the stock system. Whether this can be handled well 
has an important impact on mobilizing the enthusiasm 
of the collective, enterprises, and individuals so as to let 
the stock systems develop in a healthy way. Two princi- 
ples should be adhered to in distributing benefits: One is 
the principle of rational accumulation to accumulate 
reserve strength for the development of enterprises. 
Earnings resulting from tax reduction or remittance on 
other preferential policies can be retained in enterprises 
as “state support funds” to be used for developing 
production, but not for profit distribution. These funds 
belong to all stockholders. Two is the combination of the 
principle of distribution according to work and distrib- 
uting profits according to stock shares. In terms of 
distribution according to work, enterprises can deter- 
mine the form of distribution within the scope of ratified 
wages. In the implementation of distributing profits 
according to stock shares, the principles that should be 
carried out are “effectiveness determines distribution,” 
and “hand in first, put aside reserves, and then distrib- 
ute.” After taxes are turned in, the accumulation funds, 
public welfare funds, and bonus funds can be withdrawn. 
Then, profit funds can be withdrawn. In principle, profit 
distribution has no maximum or minimum limitations. 
What 1s actually implemented 1s that both benefits and 
risks are Shared. In enterprises under the stock system, 1n 
practice profit distribution after taxes are turned in is 
done in various localities by adopting “50-50 distribu- 
tion.” That is, 50 percent will serve as enterprise devel- 
opment funds, and the other 50 percent as profits and 
staff welfare funds and bonus funds. Within a certain 
period of time, the distribution of the “50-50” propor- 
tion is feasible, provided that enterprises have retained 
adequate production development funds. This form of 
distribution is conducive to gradually training stock- 
holders in a sense of risk and reducing difficulties in 
setting up the stock system. 
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In various localities the distribution of benefits from 
individual shares takes three forms, namely, drawing 
extra dividends while retaining interest, drawing extra 
dividends while taking interest, and drawing extra divi- 
dends while excluding interest. For the stock system to 
become standardized as much as possible, the practice of 
drawing extra dividends while taking interest should be 
gradually transferred to drawing extra dividends while 
excluding interest. Drawing extra dividends while 
retaining interest should not be advocated. Stock system 
enterprises that have implemented the practice of 
drawing extra dividends while retaining interest should 
change within one or two years (normally the limit is 
within one cycle of profits distribution) into drawing 
extra dividends while excluding interest. Only drawing 
extra dividends while excluding interest can actually 
strengthen the staff's sense of risk, enhance the staff's 
concern over the business performance of enterprises, 
and thus form a management mechanism of sharing both 
benefits and risks. 


In the perfection of a stimulus mechanism for benefit 
distribution, we can imagine some measures as follows: 


1. Increase the volume of individual shares. Enterprises 
that have conditions can gradually increase the propor- 
tion of individual shares in the total capital of enter- 
prises as much as 30 percent, or greater. At the same 
time, they should encourage management decision 
makers to invest more shares, invest large shares, and 
gradually form enterprise stock controlling circles. 


2. To mobilize enthusiasm of the staff, 10 percent to 20 
percent of the collective stocks can be taken out as the 
basis for drawing extra dividends but the ownership will 
not be transferred. A change of such a share should be 
accompanied by one or two cash matching shares from 
the staff. 


3. After implementing the stock system, profits that were 
originally turned in to the township after taxes can be 
substituted by drawing extra dividends according to 
shares. Any dividends above 20 percent can be retained 
in enterprises for the expansion of collective shares. 


The Issue of Matching Policies 


Many policy issues are involved in the system change of 
stocks. Viewed from general areas, attention should be 
given to work in four areas. One, the departments 
concerned in the province should work out relevant 
policies and regulations as soon as possible. Two, estab- 
lish and perfect rural cooperative economic organiza- 
tions to exercise the management function of collective 
assets. Three, establish rural cooperative economic 
accounting offices and auditing offices as soon as pos- 
sible. Four, establish share rights circulation service 
organizations, and guide the rational flow of property 
rights in stock system enterprises within a certain scope. 
We suggest that policies in the following areas be clari- 
fied in the near future: 
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1. The nature of enterprises should be clarified. Various 
types of enterprises under the stock system should ror- 
mally be treated as a new type socialist economic nature 
and supported vigorously. 


2. When business changes and registrations take place, 
we should follow the principle of “seeking truth from 
facts, and simplifying formalities.” Business administra- 
tion departments should examine and approve based on 
enterprise charters and have them registered as their first 
priority. When old enterprises transform their systems, 
fees should be charged only as registration change. 


3. In the areas of credit, township enterprises that had 
stock system changes should still be treated as the nature 
of their original enterprise. Appropriate support should 
be given to stock system enterprises with individual 
stock pooling. Individually pooled shares, which are also 
an important aspect of consumption funds being 
changed into production development funds, should be 
encouraged. 


FOREIGN TRADE, INVESTMENT 


Compilation of Documents on Managing 
Telecommunications Industry 


94CE0487A Beijing COMPILATION OF 
DOCUMENTS ON MANAGING THE OPENING UP 
AND OPERATION OF THE 
TELECOMMUNICATIONS INDUSTRY in Chinese 
Oct 93 pp 1-17 


{Documents compiled by the Ministry of Posts and 
Telecommunications’ Policy and Law Department; pub- 
lished by the China Legal Publishing House in October 
1993: “Compilation of Documents on Managing the 
Opening up and Operation of the Telecommunications 
Industry”’] 


[Text] State Council Circular Approving the Ministry of 
Posts and Telecommunications’ Ideas on Better 
Improving Telecommunications Service Market Manage- 
ment (3 August 1993) 


The State Council has approved the Ministry of Posts 
and Telecommunications’ [MPT] “Ideas on Better 
Improving Telecommunications Service Market Man- 
agement,” and 1s now transmitting them to you, asking 
that they be implemented conscientiously. 


Ideas on Better Improving Telecommunications Service 
Market Management 


To adapt to the needs of reform, opening, and socialist 
modernization, by better conforming to and serving our 
economic development focus, the posts and telecommu- 
nications sector, while striving to build a uniform, com- 
plete, and advanced national communications network, 
needs to fully tap all specific communications network 
potentials, by arousing the initiative of all parties, to 
speed up communications industry development. 
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In recent years, China has opened up to the public some 
telecommunications service operations. The telecommu- 
nications services that are now open to public operation 
are: wireless call-finder services; 800 MHz (megahertz) 
colony phone services; 450 MHz (megahertz) wireless 
mobile communications services; domestic VSAT (very 
small antenna terminal) communications services; tele- 
phone information service business; computer informa- 
tion service business; electronic mailbox services; elec- 
tronic data exchange services; video chart and document 
services; other telecommunications services approved or 
permitted by the State Council or MPT. 


To preserve normal communications order, ensure state 
and user communications safety and communications 
service quality, and create a climate of fair competition, 
we need to improve our management of telecommuni- 
cations service markets that have been opened to oper- 
ation. So we are setting forth the following ideas: 


1. For open-operating [deregulated-operation] telecom- 
munications services, we should practice declaration and 
operating license systems. For all operations at the 
provincial, autonomous regional, or municipal level, 
local posts and telecommunications management 
departments should take declarations, be responsible for 
examining, approving, and issuing operating licenses, 
and report to MPT for the record. For trans-provincial 
(-autonomous regional, -municipal) operations, MPT 
should take declarations, and be responsible for exam- 
ining, approving, and issuing operating licenses [per- 
mits]. Without examination and approval, no unit or 
individual should be allowed to operate the abovemen- 
tioned telecommunications services without authoriza- 
tion. As to specific application regulations for declara- 
tion and operating permit systems, MPT will draw up 
and publish them according to the abovementioned 
ideas. Units already operating the abovementioned tele- 
communications services should make up the pertinent 
formalities per provision. 


2. Units applying to operate wireless communications 
services must apply for operating permits to the MPT or 
their local posts and telecommunications management 
departments according to the stipulated examination 
and approval jurisdiction, and can operate only after 
obtaining operating frequencies approved by the wireless 
management sector based on operating permits. 


3. Departments and individuals that obtain approval to 
operate the abovementioned telecommunications ser- 
vices may not set up regional barriers, and must observe 
the pertinent national communications policies, laws, 
and regulations, submit to trade management, oversight, 
and inspection by the responsible state communications 
department, guarantee telecommunications service 
quality, strictly execute state expense policy and perti- 
nent fee-collection [charge] standards, pay taxes 
according to law, and protect the legitimate rights and 
interests of users. Service operations may not obstruct 
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the normal operation of the national public telecommu- 
nications network or communications development, or 
impede the regular operations of other specific commu- 
nications networks. 


4. The responsible state communications departments 
must create a climate of fair competition for posts and 
telecommunications enterprises and other enterprises 
that operate communications services. Posts and tele- 
communictions enterprises at all levels should act 
according to the principles of compensated use and 
reciprocity and the state of supply and demand, and 
cooperate with each other. Units approved by the 
responsible state communications departments and 
holding telecommunications service operating permits 
must provide items, such as the basic relay equipment 
and lines necessary for service, to ensure that they 
provide good telecommunications service to the public. 


5. Foreign firms may not operate or participate in the 
operation of communications services in China. No 
cable or wireless communications services of the public 
and specific communications networks in China may by 
operated or participated in by any outside group, enter- 
prise or individual, or by the wholly foreign-owned 
enterprises or Sino-foreign joint or contractual joint 
ventures already in operation in China, nor may they 
attract foreign investment in any form for shareholding 
operation. 


6. MPT and all provincial, autonomous regional, and 
municipal posts and telecommunications management 
departments must oversee and inspect the execution of 
the abovementioned provisions. Posts and telecommu- 
nications enterprises and other units operating telecom- 
munications services that violate the abovementioned 
provisions will be respectively warned, criticized by 
circular, given deadlines by which to put things right, 
ordered to stop operating, have their illegal operating 
income confiscated, and be subjected to administrative 
fines, all the way to penalties, such as revocation of 
operating permits. Posts and telecommunications 
departments at all levels are absolutely forbidden to 
exploit license-issuance opportunities for personal gain, 
or to secure advantages through pull or influence, and 
once discovered doing so will be punished severely. 


Intermim Regulations on Managing the Examination 
and Approval of Deregulated-Operation 
Telecommunications Services (published by MPT on 11 
September 1993) 


Article 1. To improve telecommunications service 
market management, meet public communications 
needs, and act in accordance with the provisions of the 
State Council’s National Document #55 (1993), we have 
drawn up these regulations. 


Article 2. Nonposts and telecommunications enterprises 
providing deregulated-operation telecommunications 
services in China should observe these regulations. 
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Article 3. MPT is in charge of organizing, applying, 
overseeing, and managing these regulations; provincial, 
autonomous regional, and municipal posts and telecom- 
munications management departments are responsible 
for the particular application, oversight, and manage- 
ment of these regulations within their administrative 
jurisdiction. 


Article 4. The following deregulated-operation telecom- 
munications services are subject to the operating-permit 
system: 


A. Wireless call-finder services; 
B. 800 MHz colony phones; 
C. 450 MHz wireless mobile communications; 


D. Domestic VSAT (very small antenna terminal) com- 
munications; 


E. Other communications services for which operating 
permits are approved by MPT. 


Article 5. The following deregulated-operation telecom- 
municaions services are subject to the declaration 
system: 


A. Telephone information services; 
B. Computer information services; 
C. Electronic mailboxes; 

D. Electronic data exchanges; 

E. Video charts and documents; 


F. Other telecommunications services subject to the 
declaration system with MPT approval. 


Article 6. Without MPT and provincial, autonomous 
regional, and municipal posts and telecommunications 
management department (abbreviated hereafter as 
responsible communications department) examination 
and approval, no unit may operate telecommunications 
services. 


Foreign groups and individuals, as well as the wholly 
foreign-owned enterprises and Sino-foreign joint and 
contractual joint ventures in China, may not invest in, 
operate, or participate in the operation of telecommuni- 
cations services. 


Article 7. As to the number of operating permits issued 
for the telecommunications services listed in Article 4 of 
these regulations, the responsible communications 
departments will set this based on communications 
resources and actual needs. 


Article 8. The basic terms for providing deregulated- 
operation telecommunications services are: 


A. Sponsoring or investing units must be legally qualified 
state enterprises and institutions or collectiveley-owned 
enterprises; 
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B. There must be technicians and managers suited to 
operating activities; 


C. There must be the necessary funding; 


D. There must be the necessary service facilities and 
sites; the communications equipment connections to the 
public telecommunications network should conform to 
MPT-provided net-access technical requirements; 


E. There must be the capability to provide long-term 
service to users. 


As to the particular requirements for the provision of all 
deregulated-operation telecommunications services, 
MPT will make other provisions. 


Article 9. Applications for operation of telecommunica- 
tions services on the provincial, autonomous regional, 
and municipal levels will be subject to the examination 
and approval of local posts and telecommunictions man- 
agement departments, which will report on them to MPT 
for the record. Applications for trans-provincial, - 
autonomous regional, and -municipal operation of tele- 
communications services will be subject to MPT exam- 
ination and approval. 


Article 10. Units applying for deregulated-operation 
telecommunications services should submit the fol- 
lowing application material to the responsible commu- 
nications department: 


A. (Written) applications for deregulated-operation tele- 
communications services; 


B. Feasibility reports, with key items, such as service 
category, service limits, market forecast, development 
scale, technical criteria, and anticipated service quality 
and charges; 


C. Pertinent certification data in line with the terms 
provided in Article 8. 


Article 11. As to applications to operate the telecommu- 
nications services listed in Article 5 of these regulations, 
responsible communications departments should decide 
whether to approve or not, and notify applying units in 
writing, within 30 days of receiving all application 
materials. 


Article 12. As to applications to operate the telecommu- 
nications services listed in Article 4 of these regulations, 
responsible communications departments should con- 
duct initial examinations periodically and in groups after 
receiving all application data; for ones that aic deter- 
mined through initial examination to conform to basic 
terms, such departments should conduct comprehensive 
choice through appraisal and, based on the frequency 
data that wireless management organs can provide and 
the relay equipment and lines that posts and telecommu- 
nications enterprises are able to supply, determine oper- 
ating units by excellence, issuing them operating per- 
mits, and publicizing this. 
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Article 13. Units that obtain permission to operate 
wireless communications services should take their oper- 
ating permits to wireless management organs to apply 
per provision for frequency designation and station 
setup and use. 


Units that obtain permission to operate telecommunic- 
aions services should take their operating permits or 
declaration-approval documents to the industrial and 
commercial administration sector to undergo enterprise 
registration formalities. 


Article 14. Operating permits for deregulated-operation 
telecommunications services will be uniformly printed 
by MPT. 


Telecommunications-service operating permits may not 
be counterfeited, altered, or transferred without autho- 
rization. 


Article 15. Operating permits are valid for a period of 
five years. When operating permits expire, operators 
wishing to continue should, within 60 days of their 
operating-permit expiration, reundergo operating permit 
formalities according to the provisions of these regula- 
tions. 


Article 16. During the period of operating-permit 
validity, if the substance provided for in operating 
permits changes, permit-holding units should promptly 
undergo the corresponding alteration formalities at the 
original issuing organ. 


During the period of operating-permit validity, units 
wishing to terminate operations should first apply to the 
original issuing organ, being responsible for dealing well 
with the aftermath for users, and then undergoing oper- 
ating-permit cancellation procedures. 


Article 17. Posts and telecommunications enterprises 
should act on the principles of compensated use and 
reciprocity, providing the basic relay equipment and 
lines needed for operation by the units that obtain 
permission to operate telecommunications services, and 
charging according to stipulated criteria. For units that 
have not yet obtained permission to operate telecommu- 
nications services, posts and telecommuncations enter- 
prises may not provide relay equipment or lines. 


Article 18. Units that obtain permission to operate 
telecommunications services should observe the perti- 
nent state communications policies, laws, rules, regula- 
tions, and technical standards, and subject themseives to 
trade management, oversight, and inspection by respon- 
sible communications departments. Service operators 
should ensure service quality, and execute national! 
c.iarge policy, not exceeding approved operating limits, 
o: obstructing the normal operations of the national 
public telecommunications network or specific [exclu- 
Siv>, private] telecommunications networks. 
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Article 19. Responsible communications departments 
will oversee and inspect the service conditions of oper- 
ators obtaining permission to provide telecommunica- 
tions services. Overseers and inspectors should carry 
MPT-printed oversight and inspection credentials. 


Units that obtain permission to operate telecommunica- 
tions services should report the pertinent statistical data 
to responsible communications departments yearly per 
provision. 


Article 20. As to violators of Article 6, Article 14 Section 
2, and Article 18 of these regulations, responsible com- 
munications departments will, based on circumstances, 
criticize by circular, set deadlines for correction, confis- 
cate illegal credentials, and revoke operating permits or 
rescind declaration-approved documents, ordering posts 
and telecommunications enterprises to cut off relay 
lines, and publicizing this; violations that involve indus- 
trial and commercial administration laws and regula- 
tions will be turned over to the industrial and commer- 
cial administration sector for prosecution; violations of 
public security management penalty regulations or the 
criminal law will be submitted to public security and 
judicial organs to investigate and affix legal liability. 


Units whose operating permits are revoked should be 
responsible for the corresponding legal liability to their 
users. 


Article 21. As to violators of the provisions in Article 17 
of these regulations, responsible communications 
departments will order them to improve by deadlines 
and, based on the severity of the case, provide warnings, 
criticize by circular, and investigate and affix the admin- 
istrative liability of the leaders concerned. 


Article 22. Responsible communications departments 
must adopt the pertinent style convenient to public 
reporting, and accept public oversight. Employees who 
misuse power or engage in favoritism or embezzlement, 
in minor cases, will be subjected to administrative pen- 
alties; severe cases that constitute crime will be sub- 
mitted to judicial organs to legally investigate and affix 
their criminal liability. 


Article 23. Declaring units that disagree with declara- 
tion-reply decisions can apply to MPT for administra- 
tive reconsideration. 


Article 24. Those who refuse to accept as final refusals to 
issue Operating permits or administrative penalties can, 
according to the provisions of pertinent state laws and 
regulations, request administrative reconsideration or 
bring suit in people’s courts. 


As to penalized litigants that pass the deadlines for 
requesting reconsideration or do not bring suit, but still 
refuse to comply with penalty decisions, organs that 
made the penalty decisions can ask people’s courts to 
force them to comply. 


Article 25. Communications industry management 
organs of MPT and provincial, autonomous regional, 
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and municipal posts and telecommunications manage- 
ment departments have the specific responsibility for 
handling matters related to the examination and 
approval of deregulated-operation telecommunications 
services. 


Article 26. Units already providing deregulated- 
operation telecommunications services before these reg- 
ulations took effect should, within 60 days of their taking 
effect, make up the operating-permit or declaration 
procedures as provided by these regulations; those that 
do not make up the procedures by deadlines or are 
determined through examination to be unqualified to 
operate may not continue to operate, and will be penal- 
ized according to the provisions in Article 20 of these 
regulations. 


Article 27. These regulations take effect on 1 November 
1993. 


MPT on Conscientiously Implementing the “State 
Council Circular Approving the Ministry of Posts and 
Telecommunications’ Ideas on Better Improving 
Telecommunications Service Market Management” (2 
September 1993) 


State Document #55 (1993), the “State Council Circular 
Approving the Ministry of Posts and Telecommunica- 
tions’ Ideas on Better Improving Telecommunications 
Service Market Management,” is a key step taken by the 
State to invigorate the telecommunications service 
market, arouse the initiative of all parties, and speed up 
communications industry development, being a legal 
document to better improve telecommunications service 
market management, preserve normal communications 
order, ensure communications quality, and protect the 
interests of the state and the large numbers of users. 
MPT has acted in line with this State Council circular, by 
drawing up the “Interim Regulations on Examination 
and Approval Management of Deregulated-Operation 
Telecommunications Services” (abbreviated hereafter as 
“Management Regulations’), which will be issued and 
put into effect. In order to better implement the State 
Council circular and MPT’s management regulations, we 
are specially setting forth the following requirements: 


1. All posts and telecommunications management 
departments will organize their concerned cadres to 
conscientiously study and master the spirit of these 
documents, ensuring that cadres’ ideological under- 
standing and views conform to the spirit of these docu- 
ments. To ensure the smooth progress of the tasks of 
examination and approval, making up and undergoing 
operating-permit formalities, and taking declarations, all 
posts and telecommunications management depart- 
ments will apropriately replenish their trade manage- 
ment staffs and, after receiving MPT’s management 
regulations, will investigate, study, and present specific 
ideas on implementing these documents, promptly 
reporting them to provincial, autonomous regional, and 
municipal people’s governments. We will publish in the 
press the State Council circular and MPT’s management 
regulations, as well as publishing an announcement 
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clarifying the pertinent policies, and publicizing the 
names, contacts, and contact phone numbers of the posts 
and telecommunications management departments han- 
dling these tasks, for the convenience of units applying or 
undergoing make-up formalities for operating telecom- 
munications services. 


2. All posts and telecommunications management 
departments will provide stronger leadership to commu- 
nications enterprises at all levels and ideological indoc- 
trination to the concerned employees, to create good 
public terms for fair competition by the clearly deregu- 
lated-operation telecommunications services. 


Communications enterprises will do all they can to 
promptly provide the relay lines needed to start service 
to units that have received permission to operate tele- 
communications services, and are prohibited from set- 
ting up obstacles or creating difficulties on any grounds, 
or engaging in unhealthy tendencies in any form. 


All posts and telecommunications management depart- 
ments will certainly stand with the state, conscientiously 
performing examination and approval management for 
deregulated-operation telecommunications services. 
Examination and approval employees will act impar- 
tially, being absolutely forbidden to abuse their authority 
for private gain or secure advantage through pull or 
influence. They will publicize oversight phone numbers, 
conscientiously subjecting themselves to public over- 
sight. 


3. As the policy on examination and approval manage- 
ment of deregulated-operation telecommunications ser- 
vices 1s very strong, all posts and telecommunications 
management departments will strictly enforce MPT pro- 
visions and, in coordination with actual local realities, 
conscientiously perform their trade management func- 
tions, by carrying out their examination and approval 
management justly and rationally. Pertinent policies and 
actual problems encountered in this work will be 
promptly reported to MPT. 


MPT Circular on Taking Applications and Make-Up 
Applications for Deregulated-Operation 
Telecommunications Services (11 October 1993) 


As required by State Council circular, MPT published on 
11 September 1993 the “Interim Regulations on Exam- 
ination and Approval Management for Deregulated- 
Operation Telecommunications Services” (abbreviated 
hereafter as “Examination and Approval Management 
Regulations’), deciding to begin taking applications for 
deregulated-operation telecommunications services on | 
November 1993. Units already providing deregulated- 
operation telecommunications services must act in line 
with the provisions of the “Examination and Approval 
Management Regulations,” by making up the operating- 
permit or declaration formalities before 31 December 
1993: those that pass the deadline for making up formal- 
ities or are determined through examination to be 
unqualified to operate may not continue to operate, and 
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will be penalized according to the pertinent provisions 
in the “Examination and Approval Management 
Regulations.” 


All applications for deregulated-operation telecommuni- 
cations services on the provincial, autonomous regional, 
and municipal level will be subject to examination and 
approval by the posts and telecommunications manage- 
ment departments in the provinces (autonomus regions, 
municipalities) in which they are located; applications 
for trans-provincial, -autonomous regional, and - 
municipal deregulated-operation telecommunications 
services will be subject to MPT examination and 
approval. 


MPT and State Administration for Industry and 
Commerce Circular on Pertinent Examination and 
Approval Management Issues for Deregulated- 
= Telecommunications Services (14 October 
1 


To implement the “State Council Circular Approving 
the Ministry of Posts and Telecommunications’ Ideas on 
Better Improving Telecommunications Service Market 
Management” (National Document #55 [1993]), by pre- 
serving a normal communications order and meeting 
public communications needs, we are here presenting a 
circular on pertinent issues involved in the management 
of examination and approval of deregulated-operation 
telecommunications services: 


1. Units applying to operate wireless call-finders, 800 
MHz colony phones, 450 MHz wireless mobile commu- 
nications, domestic VSAT (very small antenna terminal) 
communications, telephone information services, com- 
puter information services, electronic mailboxes, elec- 
tronic data exchanges, video charts and documents, and 
other telecommunications services approved by MPT 
for deregulated operation, should act in accordance with 
the provisions of State Council National Document #55 
(1993) and MPT’s “Interim Regulations on Examination 
and Approval Management of Deregulated-Operation 
Telecommunications Services,” by undergoing examina- 
tion and approval by MPT or provincial, autonomous 
regional, and municipal posts and telecommunications 
departments (abbreviated hereafter as responsible com- 
munications departments) and then, holding approved 
documents or issued operating permits, act in accor- 
dance with the provisions of the “Management Regula- 
tions for Enterprise Corporate Registration,” by under- 
going registration formalities at the industrial and 
commercial administration sector, to obtain business 
licenses, only after which they can begin operations. 
Units that have not been examined and approved by 
responsible communications departments and have 
not obtained operating licenses, may not operate 
deregulated-operation telecommunications services. 


2. Units that have obtained permission to provide dereg- 
ulated-operation telecommunications services, when 
needing to change items provided in operating permits 
or wishing to terminate telecommunications service in 
advance, should go to their original permit-issuing 
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responsible communications department to undergo 
alteration or cancellation formalities and, in accordance 
with the provisions in the “Management Regulations for 
Enterprise Corporate Registration,”’ go to the pertinent 
industrial and commercial administration department to 
undergo registration alteration or cancellation 
formalities. 


3. Units that have obtained permission to provide dereg- 
ulated-operation telecommunications services, and 
which violate communications management laws and 
regulations, will be punished in accordance with the law 
by the responsible communications departments, with 
the pertinent industrial and commercial administration 
department being promptly notified. Units whose oper- 
ating permits have been revoked or whose approval 
documents have been cancelled, should take such noti- 
fication by responsible communications departments on 
their own initiative to industrial and commercial admin- 
istration departments to undergo registration alteration 
or cancellation formalities; those that do not undergo 
registration alteration or cancellation formalities in 
accordance with the provisions of the “Management 
Regulations on Enterprise Corporate Registration” will 
be punished in accordance with law by the industrial and 
commercial administration sector. 


4. Units providing deregulated-operation telecommuni- 
cations services before State Council National Docu- 
ment #55 (1993) was issued, should make up operating- 
permit or declaration-approval formalities in accordance 
with MPT provisions; those found through examination 
to be in compliance with the provided terms will be 
issued operating permits or approval documents by 
responsible communications departments, which will be 
publicized; those found through examination to be out of 
compliance with provided terms may not continue to 
provide deregulated-operation telecommunications ser- 
vices, and will be punished by the industrial and com- 
mercial administration sector in accordance with the 
provisions of the “‘Management Regulations on Enter- 
prise Corporate Registration”; posts and telecommuni- 
cations enterprises, upon notification by reponsible com- 
munications departments, will stop providing them with 
relay equipment and lines needed for telecommunica- 
tions service. 


Statistics, Trends in Sino-Japanese Trade, 
Investment 


94CE0381A Beijing GUOJI MAOYI WENTI 
[INTERNATIONAL TRADE JOURNAL] in Chinese 
No 134, 17 Feb 94 pp 57-60 


[Article by Lin Ye (2651 0673), China Chemical Indus- 
trial Import and Export Corporation: “Trends Of 
Sino-Japanese Trade and Investment’’} 


[Text] |. Macro-Trends 


|) The State of Sino-Japanese Trade 
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Sino-Japanese trade has been growing steadily in the last 
few years. In 1992, at a time when Japan was mired in 
recession, when its trade with the United States and 
Europe barely held steady in the first half of the year and 
its exports to South Korea actually fell, Sino-Japanese 
trade shot up to almost $30 billion, after breaking the 
$20 billion barrier in 1991. According to a trade statis- 
tical bulletin issued by the Japanese Ministry of Finance, 
Sino-Japanese trade amounted to a historic high of 
$28,903,000,000 in 1992, a gain of 26.7 percent from 
1991. Specifically, Japan exported $11,957,000,000 
worth of goods to China, up 39.2 percent compared to a 
year ago, and imported $16,946,000,000 worth of prod- 
ucts from China, up 19.2 percent, with Japan running a 
deficit of $4,989,000,000, off 11.4 percent from the 
deficit of $5,627,000,000 in 1991. In the first half of 
1993, China became Japan's second largest trading 
partner. 


Sino-Japanese trade has continued its solid growth since 
the opening of 1993, totaling $7,628,000,000 in the first 
quarter, up 23.5 percent compared to the same period a 
year ago. Japanese exports to and imports from China 
amounted to $3,396,000,000 and $4,232,000,000, up 36 
percent, up 36.3 percent and 14.9 percent, respectively, 
from the corresponding period a year ago, giving Japan a 
trade deficit of $836 million. If this trend holds up, 
Sino-Japanese trade may top $30 billion for all of 1993 
and Japan’s trade deficit will continue to narrow, pos- 
sibly dipping below $3 billion for the entire year. 
Looking at the monthly data for the first quarter of 1993, 
Japan ran a deficit of $750 million in January, $50 
million in February, and $40 million in March, down 
29.7 percent from the same period in 1992. If China 
continues to import steel and electrical machinery from 
Japan at the current rates, it may run up a trade deficit 
with Japan in some months but will still end the year 
with a small surplus. At a time when China’s monetary 
policy is being tightened and structural adjustment is 
under way, in particular, the momentum in steel and 
electrical machinery importation by China may be 
stalled, making a trade deficit less likely. 


2) Sino-Japanese Trade: Commodity Mix 


Japan’s imports from China in 1992 essentially consisted 
of the following: a) apparel, $4.85 billion, up 50.1 
percent, 43.5 percent of total Japanese apparel imports 
by value and over 60 percent by volume; b) electronic 
products, $1.11 billion, up 34.9 percent. The growth in 
sound equipment exports such as radios and recorders 
was particularly striking, up 65.8 percent compared to 
the preceding year; 3) miscellaneous exports, also up 
sharply. In such categories as footwear, toys, and furni- 
ture, China has replaced South Korea as the top supplier 
to Japan. It is now the largest exporter to Japan of a 
lengthening list of products, accounting for 44 percent 
and 64.8 percent of total Japanese toy and umbrella 
imports, respectively. d) grain, oil, and foodstuff, up 20.6 
percent. e) mineral-type fuels, down 3.4 percent from a 
year ago. Petroleum products imports plunged 37.5 
percent, crude oil imports rose 1.2 percent to reach 
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$1,791,000,000, and coal imports climbed 4.9 percent to 
hit $296 million. f) Raw materials imports fell 6.4 
percent to $1.07 billion. Timber was the only gainer , up 
20.2 percent. Otherwise steel imports fell 40.1 percent; 
cotton, down 46.7 percent; raw silk, down 55.1 percent 
between January and November, and silico-manganese, 
down 2.81 percent also between January and November. 
Chinese manganese exports to Japan will be badly hurt 
because of a decision by the Japanese Government to 
impose an anti-dumping tax on such exports. 


Japan’s exports to China in 1992 consisted mainly of the 
following: a) Electronic exports rose 61.7 percent, 55.4 
percent of total Japanese exports to China; b) transpor- 
tation machinery, including automobiles, 
$1,163,000,000, up 111.7 percent from a year ago; c) 
steel, $1,474,000,000 in value, up 8 percent from a year 
ago, and 2.4 million tons in volume; d) textile products, 
$1,223,000,000, up 32 percent from 1991; e) plastics, up 
17.4 percent; paper and paper products, up 35.3 percent; 
and records and tapes, up 144.4 percent. 


Judging from the state of Sino-Japanese trade, China has 
become a major market for Japanese exports. In 1992 
Japanese exports to China amounted to $12.8 billion, 
3.7 percent of total Japanese exports, making China 
Japan’s seventh largest export market. Automobile and 
machinery exports practically doubled. Japanese 
imports from China continue to be dominated by grain, 
raw materials, coal, and petroleum, but machinery 
imports did show a gain. In the long haul, Japan would 
continue to see China as a market for its high- 
added-value products such as automobiles and elec- 
tronic goods. 


3) The Trends of Japanese Investment in China 
a) Pattern of Japanese overseas investment 


Investment in China is a key component of direct 
overseas Japanese investment as a whole. The latter, in 
turn, is a product of the shift in Japan’s trade orientation 
strategy prompted by trade conflicts between that 
country and the United States and Europe. 


Since recording its first trade surplus with the United 
States in 1965, Japan has waged an unbroken stretch of 
trade wars with the latter in such areas as textile prod- 
ucts, iron and steel, automobile, and semi-conductor 
chips. Since 1980, the United States has been running a 
trade deficit with Japan in the tens of billions of dollars 
each year, accounting for between 40 and 60 percent of 
America’s total foreign trade deficit, including a gap of 
$43.67 billion in 1992. Japan’s trade surplus with West 
Europe zoomed past $20 billion barrier in 1987 and hit 
$31.1 billion in 1992, 60 percent of the foreign trade 
deficit of the European Community. Japan’s overseas 
trade surplus rose 20 percent in the first half of 1993 
compared to the same period a year ago. For Japan, the 
direct consequence of a massive trade surplus is the 
appreciation of the yen against the dollar, which has 
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made Japanese products less competitive on the interna- 
tional market, which, in turn, has forced the manufac- 
turing industry at home to shift operations overseas in a 
big way in favor of local production. Japan’s overseas 
investment totalled $170 billion between 1986 and 1990 
and reached $35 billion in 1992 alone. The lion share of 
direct Japanese overseas investment has gone to the 
United States. The resurgence of the U.S. manufacturing 
industry, including its success on the automobile, semi- 
conductor, and computer markets, has squeezed the rate 
of return of Japanese corporations operating in that 
country to the depressed level of 1 percent. Since 1990, 
in fact, some companies have been losing money, 
causing Japanese investment in the United States to 
head downward steadily since 1989. In contrast, Japa- 
nese enterprises in East Asia have been chalking up 
margins of profit exceeding 5 percent. Japanese invest- 
ment in East Asia has been on the rise since 1990. In East 
Asia as a whole, China has considerable appeal to Japan 
as a place to invest mainly because it enjoys relative 
political stability, its economic reform has brought it 
closer to the international market, and it boasts ample 
manpower and raw materials, low prices, and a vast 
domestic market. According to the latest statistics, Chi- 
nese wages are almost one-twentieth those in Japan. Of 
all Japanese enterprises in China, 70 percent are making 
a profit, in contrast to the low-profit operations of 
Japanese companies in West Europe and North 
America. This has persuaded Japanese business to 
increase investment in China. The Ricoh Corporation 
has decided to move the entire production of its stan- 
dard copiers to China. The Sanyo Electrical Company is 
also considering shifting to China the production of 
television sets, air-conditioners, refrigerators, and video- 
cameras. As of late 1992, the Chinese Government had 
approved 3,694 investment projects from Japan, with a 
negotiated investment of $5.97 billion, of which $3.88 
billion were actually invested, 11.3 percent of all foreign 
investment in China. As Sino-Japanese trade expands, 
Japan’s investment in China will continue to grow sub- 
stantially, as indicated by the following: 


First, research on the Chinese market and economy is 
being taken seriously and the enthusiasm for investing in 
China is still going strong among large-, medium-sized, 
and small enterprises in Japan. There has been a marked 
increase in the number of large investment projects in 
China. Accordingly, economic and trade organizations 
along with banks and other institutions in Japan have all 
augmented their research offices and added staff to focus 
on changes in China’s market and economy and the 
situation surrounding this huge potential consumer 
market. They regularly invite experts from the pertinent 
research organizations in China to visit Japan to brief 
them on China’s economic reform and investment 
policy. A number of banks have also put together China 
tours for their customers so that they could get to 
understand China’s investment climate, etc., on the spot. 


Second, investment consulting organizations have been 
set up specifically targeting the market in China. The 
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Babaiban Group of Japan, a successful investor in the 
circulation sector in China, recently created a “China 
commercial investment club” in Tokyo. According to 
the group president, the investment climate in China is 
very good at the moment. China needs Japan’s tech- 
nology, experiences, and fund, so now is a good time for 
Japan to open up a new market in China. Babaiban plans 
to open 1,000 stores in China by the year 2010. As they 
see it, investing in the circulation business in China, 
where labor costs are low, requires little investment in 
terms of equipment. Even more important, China is a 
massive consumer market. 


On the other hand, investing in China also presents some 
problems, notably the following: 


First, Japanese investors have indicated that some large 
Japanese banks balk at making loans to small- and 
medium-sized companies which want to invest in China 
because it is too risky. This has dampened the interest of 
small- and medium-sized companies in investing in 
China. However, if the Bank of China would come 
forward to be the guarantor, the companies will find it 
easier to obtain credit. 


Second, there are signs of growing friction between 
Japanese companies in China and the Chinese side over 
such issues as the legal person status, the retention of 
foreign exchange, and the examination of their financial 
and accounting systems. 


Third, since 1992 there has been widespread concern 
among Japanese investors about the overheating of the 
Chinese economy which took place earlier and other 
problems like price increases and unstable exchange 
rates. Endless price increases and rising costs hurt the 
bottom line of joint ventures. 


Fourth, the investment policy is too arbitrary and secre- 
tive and there is an excess of administrative interven- 
tion. 


2) Changes in the structure of Japanese investment in 
China 


Direct Japanese investment in Asia (including China) 
has changed in two remarkable ways since the latter half 
of 1980. First, within the manufacturing sector, invest- 
ment in capital-intensive projects such as those in the 
electronic and automobile industries now accounts for a 
rising share of total investment. To encourage car- 
makers to invest in China, the Ministry of International 
Trade and Industry [MITI] in Japan plans to hold 
regular meetings with the Chinese Government and the 
enterprises, the focus being the automobile industry. 
According to MITI estimates, China’s annual automo- 
bile demand will reach 3 to 5 million vehicles by the year 
2000 (1.3 million in 1992), most of them being family 
sedans. Japanese carmakers will gradually shift their 
operations from Europe and United States to China. 
Currently an excessive portion of total investment goes 
to the non-manufacturing sector. In the future, the center 


ECONOMIC 49 


of gravity would gradually be shifted to the manufac- 
turing sector. Second, investment in the tertiary industry 
has been rising relative to all investment. Japanese 
investment in the tertiary industry is concentrated in 
banking, commerce, and the restaurant trade. The well- 
known Babaiban Group, for instance, expects to open 
close to 1,000 commercial outlets in China by the vear 
2000. 


2. Some Ideas on Expanding Sino-Japanese Trade and 
Investment 


1) On Expanding Sino-Japanese Trade 


Despite the lingering recession in Japan and its dimin- 
ished demand for imports, the appreciation of the yen 
and mounting pressure from the United States and 
Europe on Japan to open up its market bode well for 
boosting Chinese exports to Japan. Furthermore, the 
decision by Japan and the Coordinating Committee on 
Export Controls [COCOM] to lift the embargo on a 
growing number of products also makes it easier for 
China to import from Japan. 


However, there is concern in Japan’s business commu- 
nity that measures of macroeconomic regulation and 
control taken by China to put the brakes on its over- 
heated economy would worsen the foreign trade environ- 
ment and public psychology. To pave the way for the 
resumption of China’s membership in GATT, the ren- 
minbi may yet be devalued again. As part of its market 
diversification strategy and in order to reduce trade 
conflicts with the United States and Europe, China will 
increase its imports from those countries and South 
Korea, a move that will inevitably affect the share of 
imports from Japan. 


According to analyses, Chinese exports to Japan in 1993 
will grow at the same rate as in 1992 while imports are 
not expected to increase as fast as in the preceding year. 
Sino-Japanese trade is projected to grow 20 percent or so 
in 1993, for a total value of $35 billion (Japanese 
customs figures). Specifically, Chinese exports to Japan 
will rise 15 percent to about $19.5 billion; imports will go 
up about 30 percent to hit $15.5 billion. With imports 
rising faster than exports, China’s trade surplus with 
Japan will continue to shrink. Sino-Japanese trade is 
projected to break the $50 billion barrier by 1995, 
making China Japan’s largest trading partner after the 
United States. 


To develop Sino-Japanese trade, we need to examine a 
few issues. 


a) Sino-Japanese trade and investment are an important 
part of economic and trade relations in Asia as a whole. 
A new international trading pattern is taking shape 
today, one characterized by growing economic regional- 
ization. To turn its economy around and prompted by 
self-interests and strategic considerations, Japan is in the 
midst of refocusing its economic and trade strategy to 
East Asia. With its expanding economy and 1.1 billion 
people, China naturally has become Japan’s primary 
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target. It is important for them to further long-term 
cooperation and enter into a lasting complementary 
economic relationship. After establishing diplomatic ties 
and laboring for over 20 years, China and Japan have 
built a friendly cooperative relationship of mutual trust 
and complementariness. This complementary relation- 
ship will assume more prominence and the potential for 
developing bilateral economic and trade cooperation 1s 
vast. 


b) Trade disputes multiply and the anti-dumping issue 
must be faced up to. Nowadays protectionism is on the 
rise around the world. As Sino-Japanese trade grows 
rapidly, trade friction between the two countries may 
intensify. At a cabinet meeting on 29 January 1993, the 
Japanese Government decided to slap an anti-dumping 
tax on manganese imports from Cina, the first time 
Japan conducted an anti-dumping investigation and 
imposed an anti-dumping tax on a foreign commodity 
invoking the terms of GATT as well as its domestic tariff 
law. This move was also unprecedented in the history of 
Sino-Japanese trade. Already both the Japanese public 
and the government are deeply concerned that Chinese 
textile imports are entering Japan excessively. The pos- 
sibility of a second anti-dumping investigation into a 
Chinese product cannot be ruled out. We should give this 
matter our full attention and come up with a response. 
No time should be wasted in formulating all pertinent 
laws and regulations to meet the new challenge. In 
addition, China should consider acting correspondingly 
with regard to certain import commodities. 


c) Enhance the competitiveness of export commodities 
and expand our share of the Japanese market. The 
Japanese market is ferociously competitive and highly 
demanding. Therefore it is imperative that we never stop 
researching and developing new commodities specifi- 
cally with the changing characteristics of the Japanese 
market in mind. In particular we need to marry trade 
with science and technology to turn out more high added 
value products and make ourselves more competitive. In 
addition to ensuring the quality of Chinese products and 
broadening their variety and design, we need to stabilize 
the supply of merchandise long term and expand our 
exports to Japan. Recently many customers have com- 
plained that the quality of Chinese products has 
declined, deliveries are late, and export channels are 
disorderly. All of that should be taken seriously by the 
departments involved. 


d) Use imports to increase exports. As the needs of 
economic construction at home grow steadily, China will 
import significantly more steel, machinery, and automo- 
biles from Japan in the future. Steel imports, in partic- 
ular, are slated to rise sharply. It has been calculated that 
China imported over 100 million tons of steel from 
Japan, enough to build 20 Laihu bridges (at 600,000 tons 
per bridge), in the 20 years since the two countries 
normalized their relations. At a time when the Japanese 
economy is still in the doldrums and its currency is rising 
in value, hurting its exports, the role played by China’s 
massive imports in economic growth in Japan is 
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obvious. In accordance with the principle of equality and 
mutual benefit, therefore, China should continue to use 
imports to boost exports to Japan, including electronic 
casts, conventional machine tools, and coal. 


e) Develop new commodities and cultivate the Japanese 
market without cessation. Japan ran up a whopping $! 00 
billion strong surplus in its foreign trade account in 
1992, to the intense chagrin of the United States and 
countries in Europe which have repeatedly pressured 
Japan to open up its domestic market, even threatening 
to involve anti-dump provisions against Japan and limit 
imports from Japan. Japan has no alternative but to 
open up parts of its market in stages. This provides a 
good opportunity for Chinese products to make their 
way into the Japanese market. China has already 
acquired a wealth of experience in attracting Japanese 
capital and technology, improving packaging and design. 
and producing popular and marketable products with a 
high added value. By spotting and responding to trends 
and characteristics in the Japanese market, we must be 
ready to adjust our export strategy anytime, for example, 
by noting which commodities are going upscale, how 
uses are being coordinated, and what designs are 
becoming fashionable, and how improving packaging. 


2) On Attracting Japanese Investment in China 


a) The energy sector may well become the largest recip- 
ient of Japanese capital, a conclusion drawn from 
changes in Japan’s energy strategy. 


In the wake of the disintegration of the Soviet Union and 
changes in the Middle East, the energy community in 
Japan has begun adjusting both the form and the strategy 
of its energy trade. Instead of importing energy from 
abroad, which essentially constitutes the current Japa- 
nese ere’ ’ policy, Japan is shifting to the development 


ofenr. sources overseas. Japan's trade associations 
and mpanies have begun petroleum prospecting 
Ove tively. Oil companies also are getting heavily 


inve _u in the liquefied natural gas market. 


“Self-financed oil field” is the term used by Japan to 
refer to an oil-field in which it has invested and whose 
crude oil output it shares with the oil-producing nation 
in accordance with a predetermined ratio. There is a 
fundamental difference between Japanese and American 
or European international oil capital: the Japanese petro- 
leum community has no “self-financed oil fields” or 
crude oil. This is the weakness of Japan’s corporations. 
After the first global energy crisis in 1973, Japa~ese oi! 
companies and leading trade associations actec »n the 
national policy of broadening the development “if- 
financed oil-fields and got together to set up nt 
petroleum development corporation to begin oil pros- 
pecting activities in Abu Dhabi, Indonesia, and China. 
However, with U.S. and European companies already 
established there, the Japanese found themselves shut 
out of the most productive oil-fields. For the Japanese, 
this venture had very modest results. In the late 1980's, 
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major Japanese trade associations abandoned invest- 
ment-based oil trade, which 1s highly risky, one after 
another. Taking advantage of the opportunity, Japanese 
oil companies entered into direct trade with oil- 
producing nations and the trend gained momentum. 
Their role in energy trade weakened, the trade associa- 
tions were forced to participate in the international 
energy market via the “self-financed oil-field” route. The 
appreciation of the yen and the explosion of fixed assets 
during the “bubble economy” days gave Japanese com- 
panies the financial wherewithal to invest in overseas oil 
prospecting and extraction. The end of the Cold War 
between East and West and the discovery of new oil- 
fields in countries like Vietnam and Yemen also opened 
the door for the resurgence of Japanese enterprises. 
Through a mix of competition and cooperation, Japa- 
nese trade associations and oil companies are in the 
process of putting together an integrated international 
oil capital system in the U.S. and European mode 


In developing overseas energy resources, the Japanese 
business community has not put all its eggs in the 
petroleum basket. As interest in environmental protec- 
tion intensifies around the world, the demand for natural 
gas, which is far less polluting than oil, 1s rising by the 
day. Power companies in Japan have become more 
dependent on natural gas. In 1991, 28 percent of the 
electricity generated in Japan was derived from petro- 
leum, more than any other fuel. By the year 2000 the 
figure is expected to fall below 20 percent. In contrast, 25 
percent of the power generated in the year 2000 will be 
derived from natural gas, up from 22 percent in 1991. 
For this reason Japanese enterprises have been rushing 
to invest in natural gas development even as they put 
money into oil prospecting and exploitation. This is the 
new characteristic of Japan's involvement in the devel- 
opment of overseas energy resources. China should dil- 
igently explore any opportunity to extract oil and natural 
gas in cooperation with Japan. 


b) The commercial and circulation sector can attract 
Japanese capital in a big way. 


Since the circulation sector 1s a high-profit sector, it must 
be opened up to an extent that 1s just right. Specifically 
the wholesale part of the sector cannot be opened while 
retail operations can be thoroughly deregulated. Take 
advantage of this opportunity to accelerate circulation 
reform as well. 


c) The automobile industry may well become one of the 
industries attracting most Japanese capital. 


No major Japanese auto maker thus far has set up a 
large-scale production base in China, where the automo- 
bile market is one of the sectors with the most potential. 
Investing in the Chinese car industry ts the next big 
move in Japanese investment, whether by transferring a 
plant here from Europe or the United States, entering 
into a joint venture with China, or setting up a wholly 
Japanese-owned enterprise. The Toyota Corporation, for 
instance, plans to increase its assembling capacity in 
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Asia, including China, from 350,000 to | million vehi- 
cles by the end of this century. 


d) Most attractive to Japanese investors is the banking 
industry. But a lot will depend on the deepening of 
banking reform in China and how far China will go to 
open up banking to foreign banks. 


LABOR 


Urban Resident Incomes Increase 


94CE0442A Beijing ZHONGGUO XINXI BAO 
in Chinese 4 Mar 94 p 1 


[Article by correspondent Chen Xiaojie (7115 2556 
2638): “State Statistics Bureau Sampling Survey of 35 
Large and Medium-Sized Cities Revealed: Actual 
Income of Urban Residents Has Increased by a Large 
Margin”’} 


[Text] According to a sampling survey of urban house- 
holds in 35 large and medium-sized cities conducted by 
the State Statistics Bureau, the incomes and consump- 
tion expenditure of urban residents in 1993 has 
increased by a large margin. Both their actual incomes as 
well as the level of their consumption has risen, but 
regional differences in people's incomes have been very 
large, and the range of residents with reduced incomes 
has broadened. 


Urban residents’ living expenditure incomes have shown 
actual increases of 10 percent. According to statistics, 
urban households of 35 large and medium-sized cities 
had per capita an average of 3,227.6 yuan available for 
themselves, 3! percent more than in the preceding year. 
The per-capita living expenditure income was 2,998.3 
yuan, 31.5 percent more than in the preceding year. 
Deducting the inflation factor for the said period, the 
actual increases would be 9.4 and 10 percent, respec- 
tively. Although the average per-capita increase of living 
expenditure incomes was 7.8 percentage points higher 
than in the preceding year, the actual increase was 
somewhat lower, if the inflation factor is taken into 
consideration. 


There are very evident changes in the structure of 
residents’ incomes. The main characteristics of such are: 


1) Incomes from salaries and wages are still in dominant 
position. Per-capita income of urban residents from 
salaries and wages in 35 large and medium-sized cities in 
1993 was 2,092.6 yuan, 24.1 percent more than in the 
preceding year. In this increase, bonuses with allowances 
and subsidies had increased 41 and 38 percent, respec- 
tively; they had been the main factors for increases in 
salaries and wages. The proportion of income from 
salaries and wages in the residents’ living expenditure 
incomes had declined to 69.8 percent from the preceding 
year’s 73.9 percent, a decline of four percentage points. 


2) Incomes other than from salaries and wages had 
steeply increased. Such other incomes that staff and 
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workers received from their units had increased 40.8 
percent, compared to the preceding year. Net incomes of 
self-employed workers had risen 48 percent: other labor 
incomes of residents had increased 68 percent. 


3) Incomes of staff and workers in three kinds of foreign- 
funded enterprises and in other ownership systems had 
increased by a large margin; staff and workers had per 
capita an average of 88 percent more income available to 
themselves than in the preceding year. 


Very large increases were registered in the three cities of 
Ningbo, Shanghai. and Beijing, showing up the existence 
of large regional disparities. According to statistics, 
increases of per-capita living expenditure incomes in the 
three cities of Ningbo, Shanghai, and Beijing had been 
§1.2, 42.8, and 39.4 percent, respectively, compared to 
the preceding year. They are the highest among the 35 
large and medium-sized cities surveyed. Of cities with 30 
percent or higher increases in incomes there were also: 
Guangzhou, Shenzhen, Haikou, Hangzhou, Nanjing. 
Jinan, Wuhan, Changsha, and Nanning. Per-capita 
living expenditure income of the residents of Shenzhen 
reached 7,070.5 yuan, which places this city at the head 
of all the 35 large and medium-sized cities, with Guang- 
zhou in second place with 4,984.4 yuan average per- 
capita living expenditure income. Average per-capita 
living expenditure income in the eastern coastal cities 
was by 26.3 percent higher than the average for all the 35 
large and medium-sized cities: this ratio had further 
widened, as compared with the preceding year. 


Consumption expenditure of the urban residents 1s con- 
tinuously rising, while the consumption structure is 
essentially remaining stable. According to statistics, 
average per-capita consumption expenditure in the 35 
large and medium-sized cities during 1993 was 2,746.3 
yuan, 30.4 percent more than in the preceding year. 
Deducting the inflation factor, the actual increase was 9 
percent. Conditions of the various expenditure items in 
this category were: 


1) Consumption of foodstuffs increased steadily, but 
consumption volume of some declined. Average per- 
capita expenditure for foodstuffs was 1,397.4 yuan, 22.9 
percent more than in the preceding year, but deducting 
the inflation factor, the actual level of consumption had 
risen only 3.1 percent. Expenditure for foodstuffs 
accounted for 50.9 percent of total expenditure, a decline 
of three percentage points, as compared with the pre- 
ceding year. 


2) Clothing expenditure had increased, and more of the 
higher quality clothing was bought. The residents’ 
average per-capita expenditure for clothing was 376.2 
yuan, and after deducting the inflation factor this was 
19.1 percent more than in the preceding year. 


3) Expenditure for household equipment and appliances, 
and expenditure for cultural and recreational purposes, 
showed a fairly strong rising trend. In the 35 large and 
medium-sized cities during 1993, the average per-capita 
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expenditure by the citizens on such equipment, house- 
hold goods, and services was 240.2 yuan, an increase of 
33 percent over that of the preceding year. The average 
per-capita expenditure for articles for cultural and rec- 
reational purposes was 244.7 yuan, an increase of 36.5 
percent. Average per-capita increases were registered in 
the following durable consumer goods purchases: pur- 
chases of washing machines increased 36.5 percent; 
purchases of air conditioners increased |.5 times over: 
purchases of composite audio sets [zu he yin xiang 4809 
0678 7299 0742] increased 14.3 percent; and purchases 
of color TV sets increased 1.3 percent. 


Up to the end of 1993, among the possessions in every 
100 households in the 35 large and medium-sized cities 
were: 91.1 sets of color TV sets, 82.4 electric refrigera- 
tors, 90.1 washing machines, 44 photo cameras, 8.5 sets 
of composite audio sets, 25.6 tape recorders [lu fang 
xiang j1 6922 2397 4161 2623). 


4) Housing expenses had rapidly increased, while 
housing conditions had continuously improved. Since 
1993, the nationwide housing reform had been forcefully 
pushed forward, and housing conditions for residents 
have gradually improved. Accordiny to statistics, per- 
capita expenditure for the purchase or construction of 
housing has increased 2.2-fold, compared to the pre- 
ceding year. Per-capita expenditure on furniture and 
fittings of houses was 15.8 yuan, an increase of 287.3 
percent over the preceding year. Because measures of the 
housing reform have gradually been iwunplemented, 
housing expenditure of the residents has increased. Per- 
capita rent, with water, electricity, and fuel added, 
amounted to 148 yuan, an increase of 36.6 percent over 
the preceding year and accounting for 5.4 percent of the 
residents’ consumption expenditure. 


5) Individual expenditure for sundry commodities and 
services has increased at a large margin, and the quality 
of life has been improved. 


Because the quality of life of urban residents has contin- 
uously been improved, expenditure used by the indi- 
vidual resident has continuously increased. Average per- 
capita individual expenditure in the 35 large and 
medium-sized cities in 1993 was [number indistinct] 
yuan, an increase of 30 percent over the preceding year 
In this expenditure an average of 26 percent more was 
spent on gold, silver, and other jewelry, and 44 percent 
more on cosmetics. In Shenzhen, Guangzhou, Shanghai, 
and Xiamen average individual expenditure was more 
than [number indistinct] yuan, which was the most 
among all the 35 cities surveyed. 


Statistic data also reveal that the income levels of urban 
households have gone up. Considering the effects of 
commodity price inflation, unemployment, and popula- 
tion increases, actual incomes of some parts of the 
population have declined. The extent of declining 
incomes reached 30 percent, which 1s 5 percentage 
points more than in the preceding year. 
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POPULATION 


Eastward Movement of Population: Hebei Case 


94CE0438A Beijing RENKOU YU JINGJI 
[POPULATION AND ECONOMICS] in Chinese 
No 82, 25 Feb 94 pp 54-56 


[Article by Gu Xiusong (6328 4423 1529), affiliated with 
the Population Studies Institute at Hebei Teachers Col- 
lege: “Issues Involved in the Eastward Movement of 
China’s Population as Seen From Hebei Province’s 
Population Migration’ 


[Text] Around the time of the early 1980s, reports of the 
“white-collar” eastward movement from western China 
were beginning to be a common occurrence, since the 
mid-1980s, the surge of a great army of floating popula- 
tion into China’s eastern coastal provinces and cities has 
grown into even more of a hot topic: a 1987 population 
sampling confirmed the existence of this general trend of 
eastward population movement: the “fourth census” 
showed that all of China’s eastern coastal provinces and 
cities, except for Hebei Province, had experienced a net 
population inflow. In fact, Hebei was no exception. We 
are here discussing several issues involved in China’s 
eastward population movement as seen from this “spe- 
cial case.” 


I. Hebei’s Population Outflow and Western Population 
Immigration 


A 10 percent sampling from the “fourth census” showed 
that from mid-1985 to mid-1990, while Hebei’s popula- 
tion movement was a net outflow, its permanent- 
residence-registration movement showed a net inflow, 
with the net outflow being caused by the inclusion of the 
large population that had moved out temporarily for 
more than one year. 


1. As to the population movement into Hebei from 
mid-1985 to mid-1990, all mainland provinces and cities 
showed an immigration to Hebei of 469,140 people, of 
whom 190,850 were male and 278,290 were female, for 
a male-female ratio of 1:1.46. 


A) As to place of origin, the numbers were greatest from 
Sichuan, which accounted for 15.03 percent of Hebei’s 
immigrant population; Heilongjiang came next, 
accounting for 9.63 percent; then in descending order 
came Inner Mongolia, accounting for 8.54 percent, 
Shanxi for 6.1 percent, Shandong for 5.4 percent, Henan 
for 5.38 percent, Guangxi for 4.8 percent, Liaoning for 
4.46 percent, Shaanxi for 4.15 percent, Beijing for 3.72 
percent, Jilin for 3.7 percent, Guizhou for 2.94 percent, 
Yunnan for 2.3 percent, and Xinjiang for 2.2 percent; the 
other provinces and cities accounted for less than 10,000 
people each, with Hainan and Tibet accounting for the 
least, and Shanghai for only 1,160. These figures show 
that: 
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As to the population immigration into Hebet, the south- 
western region, which historically had less population 
exchange with Hebei, accounted for the largest per- 
centage. 


The “three north” region, which historically had close 
population exchange with Hebei, came second. 


The immigration from southeastern coastal provinces 
and cities was least. 


B. As to sexual distinction, the sexual composition of the 
immigrant population to Hebei from all provinces and 
cities had clear regional features. The places with the 
highest female percentages were Guangxi, where females 
made up 94.33 percent, Guizhou at 90 percent, Sichuan 
at 87.64 percent, and Yunnan at 87 percent, with sec- 
ondarily Inner Mongolia at 60.73 percent, Shaanxi at 
60.6 percent, Heilongjiang at 57.79 percent, Liaoning at 
54.49 percent, and Jilin at 51.2 percent. As to other 
provinces and cities with immigration to Hebe: of over 
10,000, such as Beying, Tianjin, Shandong, Henan, and 
Xinjiang, males ranked first in all cases. This shows that: 


Of the immigrant population to Hebe: from the south- 
west, females ranked exceptionally high, with the north- 
east coming in second. 


All of the immigrant population to Hebei from its 
periphery and other economically developed regions was 
mostly male. 


2. As to the population movement out of Hebe: from 
mid-1985 to mid-1990, the figure was 665,590, of which 
431,460 was male and 234,130 was female, for a male- 
female ratio of 1:0.54. 


A. As to emigration destination, the numbers were 
greatest to Beijing, which accounted for 33.72 percent of 
Hebei’s emigrant population, with Tianjin second, 
accounting for 15.93 percent; then in descending order 
came Shanxi for 7.65 percent, Inner Mongolia for 6.13 
percent, Shandong for 4.62 percent, Henan for 4.35 
percent, and Liaoning for 3.17 percent; then came 
Shanghai, Sichuan, Shaanxi, Heilongjiang, Jiangsu, 
Guangdong, Anhui, and Hubei, all accounting for 
10,000-20,000 emigrants; all other provinces and regions 
accounted for less than 10,000; the lowest was Hainan, 
with only 570 emigrating to Hebei, and only 1,180 to 
Guizhou. This shows generally that: 


Hebei’s emigrant population was concentrated mostly in 
the two cities of Beijing and Tianjin, which together 
accounted for nearly 50 percent of Hebei’s emigrant 
population; second came other peripheral provinces, 
making up nearly 26 percent. 


Provinces and cities far from Hebei but economically 
developed also accounted for more of Hebei’s emigrant 
population. 


Hebei’s emigrants to interior and economically back- 
ward regions were least. 
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B. As to sex composition, Hebei’s emigrants to all 
provinces were mostly male. For instance, males 
accounted for 68.35 percent of Hebei emigrants to 
Beijing, 50.5 percent to Tianjin, 65.74 percent to Shanxi, 
63.6 percent to Inner Mongolia, 60.87 percent to Shan- 
dong, 64.71 percent to Henan, and 64.19 percent to 
Liaoning; of Hebei emigrants to economically developed 
regions, such as Shanghai and Guangdong, males made 
up an even higher percentage. 


3. From mid-1985 to mid-1990, Hebei had a net outflow 
of 240,610 people, of whom 196,450 were male and 
44,160 were female, for a male-female ration of 1: 0.18. 


A. As to Hebei’s net-inflow population distribution, of 
Mainland China’s 29 provinces, municipalities, and 
autonomous regions, |! had a net outflow to Hebei, in 
descending order being 53,920 from Sichuan, 30,440 
from Heilongjiang, 12,600 from Guizhou, 8,500 from 
Yunnan, 8,470 from Jilin, 6,140 from Xinjiang, 5,080 
from Gansu, 4,590 from Shaanxi, 4,100 from Zhejiang, 
1,590 from Hunan, and 680 from Fujian. Of these, 
except for Zhejiang and Fujian that are coastal prov- 
inces, all of the rest are located in China’s southwest, 
northwest, and northeast. 


Except for these 11 provinces, municipalities, and auton- 
omous regions, Hebei had a net outflow to all others. 
This included a net emigration to Beijing of 207,040; 
second to Tianjin of 70,840; then came 5,500 to Liaon- 
ing, 5,390 to Shandong, 3,670 to Henan, and 760 to 
Inner Mongolia, all of which are perpherial provinces 
and regions to Hebei Province; in addition, Hebei had 
respective net outflows to Shanghai and Guangdong of 
17,640 and 9,510; Hebei’s net outflow to other provinces 
and municipalities was very low. This shows that: 


Hebei had a net population outflow to all peripherial 
provinces and municipalities, focused particularly on 
Beijing and Tianjin. 

Economically developed regions, such as Shanghai and 


Guangdong, have begun to become the destinations for 
Hebei’s net outflow population. 


Hebei had a net inflow from all interior and economi- 
cally backward regions. In short, the directions of net 
outflow and net inflow in Hebei are very clear. 


B. As to the sexual composition of Hebei’s net migrant 
population, the sexual flow had very prominent regional 
features: of the net outflow to Hebei from the 11 prov- 
inces, except for Fujian, all were mostly female; on the 
contrary. Hebei’s net outflow was all mostly male. 


To sum up Hebei’s net migration, it can be said that: the 
border and interior population had a net inflow to 
Hebei, mostly female, while Hebei’s mostly male popu- 
lation had a net outflow to perpherial provinces and 
municipalities and economically developed regions. 


4. As to the net migration by permanent residence 
registration, as stated above, based on provincial public 
security bureau data on permanent residence registration 
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movement from the founding of the PRC [1949] to 1990, 
while Hebei’s population movement has fluctuated 
sharply, it has been a cumulative net inflow; in the 
1980s, this net inflow grew, peaking at 258,700 people, 
second only to that of the First Five Year Plan; from 
1985 through 1990, the net inflow was 322,100, aver- 
aging 53,700 a year. 


As to population movement in the fourth census, 
including the two categories of officially transferred 
permanent residence registration and “temporary resi- 
dence,” while we are temporarily unable to differentiate 
the two precisely, we can do so roughly based on reason 
for moving: this is because the five categories of work 
transfer, assigned employment, resignation or retire- 
ment, moving as dependents, and moving for marriage 
generally all require official transfer of permanent resi- 
dence registration, while all others do not; on this basis, 
from mid-1985 to mid-1990, Hebei had a net permanent 
residence registration inflow of 47,050 people, averaging 
less than 10,000 a year, while these figures are much 
lower than public security ones, they still show that 
Hebei Province is the destination in the eastward move- 
ment of China’s western population. So the fourth 
census conclusion that Hebei is a net outflow province 
was due to the inclusion of the “temporary residence” 
population that had moved out for more than one year. 


Il. A Discussion of Several Issues Involved in the 
Eastward Population Movement 


Summing up the above. we can say that in China’s 
population exchange of the 1980s. Hebei on one hand 
received mostly female population emigration from the 
west and north, while on the other experiencing a large 
outflow of its own mostly male population to mainly 
Beijing and Tianjin. Such population change had many 
causes and impacts. We are discussing our views on just 
a few of the issues involved below. 


1. The Basic Cause of the “Displacement” in Hebei of 
the Eastward-Moving Population 


The eastward movement of China’s western population 
since the 1980s is generally held to have two basic causes: 
a) The eastern region already had a higher level of 
economic and technological development than the 
western region, with reform and opening having widened 
this gap. b) In correspondence tc the above-mentioned 
conditions, the western region has a larger surplus rural 
workforce and less conversion capability, so that com- 
modity economy development has made an eastward 
population shift inevitable. 


Macroeconomically, why has Hebe: become merely a 
temporary “displacement” for the eastward-moving 
population? This is because while Hebe: has rich and 
diversified natural resources, which are well disposed, 
giving it resource advantages and quite good develop- 
ment potential, its economic development level 1s still 
not high. Until the last few years of the 1980s, Hebei 
Province’s key economic and technologica! indexes, in 
contrast to the national and three major regional ones of 
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eastern, central, and western, such as per capita gross 
output value, per capita GVIAO [Gross Value of Indus- 
trial and Agricultural Output], per capita national 
income, and per capita consumption, were all about 15 
percent below the national average, equal to the central 
region, but ranking ninth in gross output value among 
the 12 eastern coastal provinces, municipalities, and 
autonomous regions. In addition, as to capital construc- 
tion investment, in contrast to peripheral provinces, 
municipalities, and autonomous regions where popula- 
tion was moving to more, Hebei was backward in both 
investment scale and investment growth rate. In all 
provinces, municipalities, and autonomous regions with 
which Hebe: had a net outflow, capital construction 
investment was higher than in Hebei; on the contrary, 
provinces, municipalities, and autonomous regions with 
lower capital construction investment had net popula- 
tion outflows to Hebei. In hight of this, 1 would make the 
following two points: 


1. Population movement and flow 1s due generally to 
imbalanced overall regional potential, causing popula- 
tion flow from lower-potential regions to higher- 
potential ones. Where economic and technological 
development levels are lower, regions with better dispo- 
sitions of resources, higher resource potentials, and 
stronger resource potential attract population immig:a- 
tion, with Hebe: being in this category. This is the major 
reason why, with a still low level of economic devlop- 
ment, Hebe: is both a “spigot” and a “receptor” in 
population movement. 


2. Capital construction investment has played a key role 
in population movement and mobility ever since the 
founding of the PRC. The northward and westward 
movement of China’s population center after the 
founding of the PRC was consistent with our national 
capital construction investment priorities, just as today’s 
eastward shift of population center is consistent with our 
current national capital construction investment orien- 
tation. So the facts prove that national capital construc- 
tion investment orientation remains the key driving 
force in China’s population movement and mobility. 


2. The Final-Assembly “Destination” of the 
Eastward-Moving Population 


A conspicuous feature of Hebei’s population movement 
is a net inflow on one hand, along with a net outflow on 
the other. Such population-movement change, in addi- 
tion to the resource-environment factor, also involves an 
inevitable outward-mobility capability. The historical 
population-movement trend and the fourth census show 
that Beijing and Tianjin have always been the priority 
destinations of Hebei’s outflow population. In a certain 
sense, 1f Hebei’s resource advantages were not mutually 
complementary with Beijing and Tianjin’s economic and 
cultural advantages, to form a comprehensive regional 
advantage, 1t would seem hard to imagine that Hebei 
could absorb such a large number of western population 
immigrants. But the west to east population-movement 
change has formed a process of western to Hebei to 
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Beijing and Tianjin, with Hebei as in intermediate 
“displacement,” and the final destination being Beijing 
and Tianjin. So from a macro perspective, the final- 
assembly destination of the eastward movement of the 
western population is Beijing and Tianjin. This view is 
supported by the following figures: a) In the four-plus 
decades since the founding of the PRC, Hebei has had a 
net immigration of about 2 million. But projected from 
a typical survey of our population movement, about | 
million have moved from Hebei to Beijing and Tianjin 
during the same period. b) The fourth census shows that 
from mid-1985 to mid-1990, Hebei had a net inflow of 
over 190,000, along with a net outlfow to Beijing and 
Tianjin of more than 270,000. So it could be said that 
Hebei has guided over 80,000 western immigrants to 
Beijing and Tianjin. 

In light of this, how can the populations of large cities, 
such as Beijing and Tianjin, not be uncontrollable? This 
is essentially a matter of not paying enough attention to 
controlling urban functions, as sound functions inevi- 
tably increase population. As to the laws of urban 
evolution, the lack of decentralized urban functions 
makes it hard to control population size. In addition, 
population control of large cities, such as Beijing and 
Tianjin, requires overall planning with the whole nation, 
particularly neighboring regions, as well as coordination 
measures, without which it would be hard for it to be 
effective. Furthermore, in light of China’s large popula- 
tion and its uneven distribution, unless effective steps 
are taken to strictly control our urban population, the 
population-expansion consequences will be even more 
severe than otherwise. There are two figures here that are 
much deserving of mention: a) Sample surveys show that 
in the first 35 years after the founding of the PRC, about 
one-third of the net immigrant population to Beijing was 
from Hebei. b) The fourth census showed that from 
mid-1985 to mid-1990, about one-third of the net inflow 
to Beijing of approximately 600,000 was from Hebei. If 
this reflects a certain pattern, in which Hebei receives an 
unending stream of western population and Beijing and 
Tianjin a similar population inflow from Hebei, then it 
will be hard to prevent the expansion of the populations 
of Beijing and Tianjin. 


While these superficial views are likely somewhat biased, 
it is hoped that they will arouse attention and thorough 
study. 


AGRICULTURE 


Rural Land Reform in Nanhai 


94CE0471A Beijing JINGJI RIBAO in Chinese 
6 Apr 94 p 4 


[Article by Wang Zhuo (3769 3820), the “Saisi” Institute 
for Economic and Social Development, Guangdong: 
“How To Resolve the Contradiction Between Rural 
Modernization and the System of Household Land Con- 
tracting—Nanhai County in Guangdong Province Estab- 
lishes New System of Rural Land Proprietary Rights] 





56 ECONOMIC 


[Text] New Contradiction Attacts Much Attention 


On their intensified efforts at reform and opening to the 
outside world, some coastal regions of China are facing 
the following new situation in their pursuit of agricul- 
tural modernization: While they aim at the “four trans- 
formations” in agriculture—agricultural modernization, 
agricultural industrialization, urbanization of villages, 
integration of town and countryside—demand has arisen 
to effect an overall rearrangement, a more rational 
utilization, and unified planning with regard to all land. 
This, as a consequence, is conflicting with the output- 
related responsibility system. In a reform experiment in 
Nanhai County, Guangdong Province, it had become 
quite clear that a rational resolution of this new contra- 
diction is only possible with a reform and remolding of 
the system of proprietary rights to land 1n the rural areas. 
comprising a shift from the land subcontracting system 
to a system of “investment responsibility” [tou bao]. In 
the new system of proprietary land rights at Nanhai’s 
reform experiment the property right of land was split 
into land ownership and corporate proprietary right to 
land, and the ownership right would then be returned to 
the peasants, while the corporate proprietary land right 
would be held by an economic organization in a cooper- 
ative land-shareholding system, thus forming a double- 
tier structure of the proprietary rights to land, where the 
ownership of land is dispersed and is integrated with a 
socially more acceptable distribution of the land 
resource. This is not privatization of land, but a process 
of discarding the useless and maintaining the useful in 
the system of proprietary land rights of the traditional 
collective economy, with its too high a degree of public 
ownership. It is a newly structured system of land 
proprietary rights of the rural cooperative economy on a 
shareholding basis, marked by land being brought in as 
shares. 


A Cooperative Land-Shareholding System 


The reform and remolding of the proprietary rights in 
the rural areas thus consist in establishing a cooperative 
land-shareholding system. In concrete terms, it 1s the 
conversion of land into shares, the resulting entity then 
being quantified per person according to their ages and 
according to the quality of the land. In planning the 
conversion of land to shares, reference may be made to 
the land tax evaluation or to the pricing of land 
according to its operational returns. This cooperative 
land-shareholding system separates the value substance 
of land ownership from the use value substance of the 
corporate proprietary right of the enterprise. This kind 
of a separation can resolve the contradiction between the 
future reversion of land ownership to the peasants and 
the intended overall land arrangements, the more 
rational! utilization of land, and unified planning with 
regard to land. It will accurately resolve the contradic- 
tion between the modernization of the rural areas—the 
division of all land, with administrative districts as 
units, into basic agricultural land preservation districts, 
industrial development districts, and commercial and 
residential districts—and the system of proprietary 
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rights to land. At the same time, the system of dispersed 
land responsibilities will be transformed in a well- 
ordered manner into an “investment responsibility” 
system. Implementing the cooperative land- 
shareholding system is a second reform of breakthrough 
dimensions in the rural areas, as it replaces the propri- 
etary system of land holdings in the traditional collective 
economy and follows on the output-related household 
responsibility system. The difference between the 
present reform breakthrough and the first breakthrough 
is that the first reform breakthrough only went as far as 
the output-related household responsibility system. 
Indicative of it was that its precondition was the preser- 
vation of the original proprietary system of land holdings 
in the traditional collective economy, as the proprietary 
right to land was divided into ownership and use right, 
and the land was then distributed by the land owner, the 
former collective-economy organization, equally 
according to the head-count of contracting peasants, 
while no fundamental reform was effected in the propri- 
etary system of land holdings of the collective economy. 
Indicative of the present reform breakthrough in the 
rural areas, however, is the creation of a new proprietary 
system of land holdings, while preserving the useful and 
discarding the useless in the proprietary system of land 
holdings of the traditional collective economy. With the 
cooperative land-shareholding system as breakthrough 
point, the cooperative shareholding system is being 
promoted all over the rural area. An assessment is being 
made of the entire assets of the primary, secondary, and 
tertiary industries in the former collective economy, and 
total value of assets will be converted into shares, the 
shares then allocated to persons, and share certificates 
will be issued. It will be stipulated at the same time that 
no withdrawal of shares will be permitted, a fact that will 
help maintain stability in the operation of assets in the 
cooperative shareholding economy. Distribution of 
income in the cooperative shareholding economy shall 
be preceded by payment of taxes and deductions for 
public welfare funds and public accumulation funds, 
whereupon dividends shall be paid according to the 
number of shares held. This is a socialist cooperative 
land-shareholding system with Chinese characteristics. 


Step By Step Implementation 


The reform experiment at Nanhai has made it clear that 
the shift from the output-related household responsi- 
bility system to the land-holding target model of the 
cooperative land-shareholding system must be accom- 
plished in two steps: The first step shall accomplish the 
transitional model of the proprietary land right, while 
the second step shall achieve the target model of propri- 
etary land right. 


It means that during the first step of Nanhai’s coopera- 
tive land-shareholding system, there has to be set up first 
a transitional model of proprietary land right by “unre- 
munerated allocation of shares, and by actual dividends 
paid on nominal shares.’ The term “nominal shares” is 
to signify that these “land-shares”’ cannot be passed on as 
inheritance, cannot be transferred or pawned. The term 
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“actual dividends” comprises two meanings: one is that 
dividends are paid according to number of shares, and 
the other is that when aggregate dividends reach the 
value of the land-shares (in some places set at 14,000 
yuan per mu, in other places at 20,000 yuan), the 
stockholders’ rights automatically end, but not so the 
right to dividends, which are then joined to the basic 
share and continue. The unremunerated allocation of 
shares is conducted according to the ages of the peasants 
and according to the quality of the land. I inspected an 
economic cooperative operating on shareholding basis at 
Xianan, Pingzhou township, and saw that their statute 
prescribed: | share for every person below 16 years of 
age, 2 shares for persons between !|7 and 35, and 3 shares 
for every person of 35 and over. They had completely 
broken away from the proportions of land held under the 
former responsibility system, so there was no problem 
about contracted land use rights affecting the share 
holdings. As to communes holding different amounts of 
land, conversion of the value into shares was done 
according to the actual holdings of each commune, so 
there was no more any problem of egalitarianism and 
indiscriminate transfer of resources of the “communal 
production” mode. 


The second step in implementing the cooperative land- 
shareholding system at Nanhai would then be the target 
model for proprietary land rights, namely “remunerated 
taking-up of shares and actual dividends paid on actual 
shares.” The so-called “remunerated taking-up of 
shares” is the counterpart to the “unremunerated allo- 
cation of shares.” The land use rights contracted for by 
the peasants was then actually already bought back by 
the enterprise entity of the cooperative economy, using 
the accumulated dividends. It was for this reason pro- 
claimed that the shareholders’ rights from the unremu- 
nerated allocation of shares had ended, and that the 
peasants thereafter were again allowed to buy back land 
ownership by way of remunerated taking-up of shares, 
making the peasants’ land ownership their share contri- 
bution; this, then, is the “remunerated taking-up of 
shares.’ This procession from unremunerated allocation 
to payments of dividends according to number of shares, 
and again to remunerated taking-up of shares, amounts 
in actual fact to giving back the land ownership to the 
peasants without remuneration. This, then, 1s the essence 
of Nanhat’s experiences with the cooperative land- 
shareholding system. Nanhai implemented the system in 
two steps. First, it gave the peasants land dividends to 
strengthen the peasants economically, enabling them to 
take up remunerated shares, and this remunerated tak- 
ing-up of shares will also convey to the peasants the idea 
of truly possessing ownership of the land. The “actual 
shares” part in the mentioned “actual dividends paid on 
actual shares” is the counterpart to the “nominal shares” 
in the mentioned “actual dividends on nominal shares.” 
While it was not permitted to transfer, pawn or inherit 
“nominal shares,” the present “actual shares” can be 
transferred, pawned, or inherited, but withdrawal of 
shares 1s not permitted. However, two things must be 
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watched out for when allowing the peasants “remuner- 
ated taking-up of shares,” namely, one, in consideration 
of the particular character of the socialist cooperative 
economy, provisions must be made as to the proper 
qualification of persons taking up land shares, and, two, 
considering the fact that land is a means of production 
without reproductive ability, and considering also the 
particular character of the socialist cooperative 
economy, it must not be permitted that a small group of 
people become prominent by controlling large amounts 
of land shares; a ceiling must therefore be prescribed for 
the amount of remunerated shares that peasants may 
take up. 


Will It Lead to Privatization of Land? 


Nanhai’s new rural land-holding system is a two-tiered 
structure of proprietary rights to land. At one level the 
land ownership 1s given to the peasants, and the peasants 
are owners of the land. At the other level, the peasants 
use the land as share contributions and thereby create 
the corporate proprietary rights of the cooperative enter- 
prise operating on the shareholding system. The system 
of which they adopt useful elements and discard useless 
elements is the land-holding system of the traditional 
collective economy. The system that they newly create is 
the land-holding system of the cooperative economy. 
The objective is to use the land-holding system of the 
cooperative economy to replace the land-holding system 
of the traditional collective economy with its too large a 
degree of public ownership. There is essentially no 
question here of changing the collectivization of land 
into a privatization of land. 


Looking at the target model of the rural land-holding 
system, we see that the next step in promoting a well- 
standardized cooperative land-shareholding system has, 
as its precondition, acknowledgment of land ownership 
by the peasants. Without this precondition, there can 
also not be any cooperative land-shareholding system. 
Whether we honestly acknowledge land ownership by the 
peasants or do so only hypocritically will determine 
whether the land property ownership of the peasants will 
indeed be respected and protected. 


Zhejiang Rural Saving Deposits Increase 


94CE0397V Hangzhou ZHEJIANG RIBAO in Chinese 
1] Apr 94 pl 


[Summary] At the end of March, rural saving deposits in 
Zhejiang Province exceeded 38 billion yuan, an increase 
of 5.8 billion yuan over the beginning of the vear. By the 
end of March, agricultural banks and credit cooperatives 
in Zhejiang allocated 4.834 billion yuan in loans for 
spring planting, an 11.5 percent increase over the same 
period in 1993. 
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Hunan Grain, Cotton Area 


94CE0397X Beijing NONGMIN RIBAO in Chinese 
27 Apr 94 pl 


[Summary] At present the grain and cotton area in 
Hunan Province exceeds 30 million mu. 


Provinces To Increase Cotton Area 


94CE0397W Beijing NONGMIN RIBAO in Chinese 
16 Apr 94 pl 


[Summary] In 1994 the planned cotton area in Jiangxi 
Province is 2.6 million mu, an increase of nearly 700,000 
mu over 1993. In Hubei the planned area is 7.5 million 
mu, an increase of 200,000 mu. In Hebei the planned 
area is 8,450,000 mu, a 10 percent increase. In Liaoning 
the planned area is 800,000 mu, an increase of 390,000 
mu. Henan Province will increase the cotton area from 
14.6 million mu in 1993 to 15.2 million mu. 


Survey of Ningxia Farmers 


94CE0419A Yinchuan NINGXIA RIBAO in Chinese 
6 Mar 94 p2 


[Article by the Autonomous Region Party Committee's 
Policy Research Office: ““What Are the Peasants 
Thinking? A Survey of Peasant Households in the 
Region” 


[Text] Recently, 275 cadres of Hedi county in the 
Autonomous Region fanned out into the rural areas to 
conduct a large-scale peasant households survey; they 
came to understand peasants desires and demands 
through direct investigation into the basic conditions in 
rural areas and face-to-face contacts and exchanges with 
both the rural grass-roots cadres and peasants 
themselves. 


I. Reactions of Peasants 


A. The survey shows that 95.4 percent of the households 
considered the situation in rural area to be generally 
good, but 60.5 percent were ambivalent; while pleased 
that conditions are generally good, the peasants were 
worried that there are still numerous problems of con- 
cern to them. The situation is generally good, they felt, 
because the policy on contract responsibility remains 
effective, that this good policy was not altered but has 
continued to be refined since coming into effect; that 
under market guidance, rural production and the rural 
economy are on track to stable development and the 
trend shows that grain production and income are on the 
increase; and that rural livelihood has improved mark- 
edly and the peasants are fully confident that they will 
become well-off. 


With respect to problems in rural areas which have 
remained unsolved, however, the peasants expressed a 
great deal of concerns. 1) A majority of the households 
felt that agriculture is still in an unfavorable environ- 
ment today, and some peasants compared the situation 
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to two persistent sicknesses of “malaria” and “edema,” 
[waxing and waning in enthusiasm for agriculture on one 
hand and an excessively bloated condition on the other] 
for although agriculture has long been considered to 
occupy an important position [in the economy], it 1s 
basically still weak. If the two “sicknesses” were not 
cured, it would be difficult for rural areas and the rural 
economy to advance to the next stage. 2) 87.4 percent 
were very much worried that policy measures designed 
to protect them and agriculture will continue, particu- 
larly measures to increase government input in agricul- 
ture, reduce the social burdens on peasants, control the 
unhealthy tendencies, and permit and encourage peas- 
ants to seek employment in secondary and tertiary 
industries in the cities. 3) The peasants surveyed anx- 
iously looked forward to seeing their agricultural produc- 
tion and enterprises get in the market channels as soon as 
possible and having their income increased, but the gap 
between their need and the actual situation remains 
considerable. The survey demonstrates that irrational 
structure in rural enterprises is the greatest inhibiting 
factor. In 1992, among model village households, the 
ratios of income derived from grain, forestry, animal 
husbandry, sideline products and fishery were 
73:3:17:2:5; the ratios of income from growing grain 
versus cash and other crops were 79:13:8, and nonfarm 
income was 40 percent of total income. In 24.3 percent 
of model village households, the per capita income was 
as low as 300 yuan. 4) The pressure of agricultural 
surplus labor in rural areas is increasingly severe. The 
annual labor transfer rate in model village households is 
only 0.8 percent, and one-third of the labor force is idle 
reflecting a trend of declining labor productivity; in over 
70 percent of the households, real income is showing 
slow growth or negative growth. 


B. On rural reforms and rural policies, the survey shows 
that the peasants placed their greatest hope in both these 
areas, and their major demand ts that reforms should be 
pursued even more rigorously to achieve breakthroughs 
proceeding on a foundation of basic policy stability. 1) 
77.3 percent of the households felt that the joint house- 
hold contract responsibility system should remain 
unchanged over the long term; 48.5 percent felt that 
changes would not be necessary in contract land and that 
the system can operate satisfactorily by voluntary 
transfer [of contract land]. 2) 54.2 percent considered 
that application of reforms and other policy measures 
should differentiate among households and not treat all 
of them equally, for income discrepancy is normal and 
some people should be permitted to become well-off 
first; but 28.9 percent felt that from the start attention 
should be paid to preventing the gap between rich and 
poor from growing too wide, and achieving common 
prosperity through coordinated reform policy measures. 
3) All 100 percent of the households felt that rural 
reforms and policies should focus on the crucial issues of 
assisting peasants achieve breakthroughs in a market 
economy within a broad framework, particularly in 
breaking down the duality which divides urban and rural 
areas, and adjusting the enterprise structure and soctal 
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services system. 4) 49.3 percent felt that further efforts 
should be made to perfect policy and reform measures 
and to coordinate with other plans as important as those 
for a market economy. 


In the survey, the peasants revealed four difficult issues 
in rural reform that must be addressed and resolved: 
First, the discrepancy between urban and rural reforms 
whereby many measures which benefit rural economic 
development and increase rural income cannot be imple- 
mented because of incompatibility with urban reforms. 
Second, with policies being formulated in different quar- 
ters, forceful coordination and supervision of policy 
implementation are lacking, and peasants themselves 
could hardly resolve policies which are contradictory; 
some good policies lack firmness and corollary measures 
to ensure their implementation; at present, insufficiently 
firm policies are a particularly notable problem. Third, 
the lack of clear-sighted policies which affect the crucial 
question of economic development today. Policies which 
peasants have anxiously awaited are still pending, cre- 
ating numerous difficulties which peasants cannot solve 
in a timely way under condition of a market economy. 
Fourth, propaganda and education for peasants on 
reform policies are inadequate. Channels for peasants to 
learn about and understand these policies are limited, 
and feedback on peasants needs is not timely which 
affects the enthusiasm of peasants to participate in 
implementing the policies. 


(. Views toward the rural areas and economy. On 
evaluating the enthusiasm for production, especially 
grain production, views of the peasants varied consider- 
ably. The survey indicates that 59.3 percent of the 
households considered there ts a future if agriculture is 
handled well, 63.4 percent felt that to ensure adequate 
grain production, continued efforts are required; 60.2 
percent felt that with grain prices freed, and if grain can 
be sold under such conditions, they would be willing to 
increase input in agricultural production; and more than 
90 percent felt that even if a large part of the labor force 
were diverted to various nonfarm pursuits and enter- 
prises, contract land should not be abandoned. 


The peasants surveyed also gave their reactions to the 
various factors which affect grain production enthusiasm 
under the present system. |) 40.7 percent felt that if the 
relative benefits of agriculture were to continue to 
decline and the grain market remained in its slump, they 
would consider abandoning farming; 2) 56.4 percent felt 
that when more grain is grown than can be sold, “prices 
obviously would drop given the glut in supplies.” Some 
considered that given the current situation of grain in 
surplus and money in short supply, it is more important 
io hang on to cash and wait to see if protective policy 
measures would have any effect in reviving prices; 3) 
16.2 percent felt that the current shortage of capital has 
resulted in insufficient agricultural input, and fragmen- 
tation of land use has affected raising of agricultural 
productivity. 
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On the various avenues for developing the rural 
economy, views of the rural cadres and peasants are: 1) 
Developing the rural economy should begin by devel- 
oping various forms of enterprises. Household enter- 
prises should be preserved and their enterprise structure 
adjusted according to market demands. 2) It is necessary 
to take advantage of any opportunity to adjust the 
enterprise structure, particularly by allowing different 
forms of ownership to freely evolve in rural enterprises. 
In 1992, the income peasants households derived from 
rural enterprises was only 18.8 percent of their total 
income, lower than the national average but with con- 
siderable growth potential. 3) The collective economy 
should be firmly supported. In 1992 the villages sur- 
veyed had fixed assets valued at 35,318,500 yuan, aver- 
aging 318,100 yuan per village, which constituted an 
important productive force in the rural areas. To 
develop the collective economy at the village level, it is 
necessary to perfect a dual-level operating system by 
vigorously developing basic infrastructure enterprises, 
rural enterprises and strengthened services for rural 
areas. 


D. Views on development of the rural society. The 
survey shows the peasants to be eager for more rapid 
social development in the rural areas: 1) 85.7 percent felt 
that the pace of social development in rural areas should 
be stepped up; 90.5 percent would be willing to con- 
tribute some capital or labor toward building up and 
improving the rural areas and markets. 2) 82.6 percent 
felt that small cities, townships and market towns should 
be built up. 3) 27.8 percent indicated they would con- 
sider settling in such small cities, townships and market 
towns. 


In social development, which aspects should be empha- 
sized in the near term? The peasants generally felt that 
building infrastructure facilities is important. 1) 51.6 
percent felt that priority should be given to building up 
townships and villages to meet requirements of a devel- 
oping market economy; 25.1 percent felt that social 
development should benefit village residents and 
improve village appearance; 22.4 percent felt that the 
focus should be on unifying water supply system to solve 
problems of potable and clean water. 2) 41.9 percent 
expressed concern over their feeling of insecurity due to 
the poor public security in certain parts of the region 
where such cases are increasing in number, they there- 
fore felt that safety and security of peasant households 
should be given priority in any social development. 3) 
92.4 percent advocated vigorous promotion and 
building of spiritual culture. All the households without 
exception wanted the authorities to grasp the problems 
with both hands and resolutely carry out the basic tasks 
of improving the peasant society. 


On promoting a spiritual culture, views of the peasants 
are: 1) Propaganda on law and order is inadequate, 
building of a legal system has been lagging, and under. 
standing of the concept of a legal system 1s weak. On law 
and order propaganda, 50.3 percent said it has been 
sporadic; 18.9 percent said there has been no such 
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propaganda. 2) The building of a spiritual culture is 
considered a soft task and this is reflected in work the 
government carries out in rural areas. 3) Many aspects of 
building a spiritual culture are divorced from the reality 
of peasants life, and activities which emphasize only 
form without firm substantive objectives have produced 
[unfavorable] side effects among the peasants. 4) 
Building a spiritual culture will naturally take a period of 
time and must take into account both [agricultural] 
production and the reality of peasants life. More than 
one-half of the households surveyed suggested that 
henceforth government work teams should be trained 
before they are sent to rural areas to carry out model 
propaganda education on a regular basis. 


E. Views toward grass-roots level development. 
According to estimates by agricultural cadres, 82 percent 
of the households considered the behavior of grass-roots 
level cadres to be good or basically good; 85.6 percent 
felt that the cadre-peasant relationship is harmonious. 
The peasants also felt, however, that there are too many 
such cadres, that “many dragons are not necessarily 
needed to fight drought.” In model villages, there is an 
average of 5.8 cadres per village. The peasants felt that 
the basis of their assignment should be sending small 
numbers of well-trained cadres, numbers which peasants 
can afford to support and which will also fully demon- 
Strate the cadre enthusiasm and potentials. 


Improving the grass-roots level cadres means first 
improving the party rank and file, that is the relatively 
uniform view of the peasants surveyed. The survey 
shows that 38.5 percent of the households felt that a 
majority of party rank and file are effective, but 18.9 
percent do not have a very good basic impression of 
them in the rural areas. 


II. Hopes, Opinions and Demands of Peasants 


The peasants surveyed expressed some of their hopes, 
opinions and demands which may be summed up in 
terms of the following: 


1. The peasants hoped that leaders at every level will 
visit rural areas, and come to their villages and house- 
holds for face-to-face conversations and draw out what is 
in their hearts. At present, the real situation in rural 
areas becomes diluted as it is reported upward level by 
level, and there is discrepancy between propaganda and 
reality, e.g. over the extent to which peasants are sup- 
posed to be well-off today. 


2. They hoped that central and local governments will be 
resolute in applying real efforts to carry work in rural 
areas; if agriculture is considered the foundation of the 
national economy, then work in this area should be given 
that degree of emphasis; with agriculture the topic of 
meetings, slogans and government documents, the peas- 
ants anxiously hoped that this emphasis will lead quickly 
to many good policies which will benefit them when 
implemented. 
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3. The party holds peasants in high regard and gives 
them an important political status, the peasants sur- 
veyed were most grateful and pleased. But despite the 
high political status, peasants felt that if they were not 
able to catch up economically, their social status will not 
be any higher. Today the urban-rural gap is getting 
wider, and the peasants though anxious cannot do any- 
thing about this; they therefore hoped that their leaders 
will truly open up the gates to the cities, tear down the 
“bamboo wattled wall.” give more thoughts to how to 
increase peasants income, narrow the [rural and urban] 
discrepancy in incomes, and draw closer together the 
hearts and minds of both rural and urban residents 


4. Stabilizing and perfecting basic policies for rural areas 
please all the peasants surveyed. While at this time it is 
correct to emphasize stabilization of the joint household 
responsibility system, it is not enough, for many other 
policies should also be stabilized. For example, some 
peasants were afraid that the policy allowing them to 
develop individual enterprises may change and therefore 
held back from trying. 


5. They hoped that as in the 1950s and 1960s, the 
authorities will integrate and blend together support 
coming from all quarters for the rural areas, and assist 
peasants to develop the economy and increase their 
income. In such a context, any action which hurts, 
cheats, discriminates, oppresses or tries to shallow up the 
peasants will immediately evoke a reaction such as that 
of people crying out to kill a rat seen running across the 
street. 


6. Rural education is a major task of concern to several! 
generations of peasants, and education should be the 
first task in developing the rural areas. Today, the 
transition in agriculture is difficult for peasants to 
manage, but many do so in the interest of their next 
generations. To help the rural economy become pros- 
perous, the peasants hoped the government will do its 
best in the task of education. 


7. To improve public security in society, it is necessary to 
begin in rural areas; if it is not done well there, and rural 
areas are insecure, then this will affect the cities. A 
coordinated approach to improving public security 
requires that attention be given to both urban and rural 
areas. 


8. In dealing with corruption, major cases must not be 
allowed to drag on, and issues of administrative corrup- 
tion must first be dealt with. At present, action to redress 
unhealthy tendencies in the enterprises has not been 
adequate, and the peasants hoped that more effort will 
be made. The best approach would be to focus on the 
worst model and openly attack it within a broad frame- 
work. 


9. More efforts should be made to train leadership cadres 
for rural areas. Selected for training should be persons of 
ability who think for themselves, who work with their 
hands and who rely on their labor and talent to produce 
wealth. 
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III. Issues That Require Effective Implementation 


Judging by the situation revealed in this large-scale 
households survey, and considering the coming period of 
intensified rural reforms and accelerated development of 
the rural economy, the following issues will require 
major implementation efforts from a macro standpoint: 


1. Strengthen and nurture the basic rural enterprise units 
by stabilizing the overall situation in rural areas. Survey 
results demonstrate that in the Autonomous Region, the 
work in stabilizing and perfecting the household contract 
responsibility system in the context of a dual-level enter- 
prise system has been effective and should continue. In 
perfecting both systems, reforms and policies should aim 
at solving new contradictions that emerge, particularly 
on the key issue that in rural economic development, 
rural households be made the basic enterprise units 
which need to accommodate demands of a developing 
market-based economy. To raise the level of household 
enterprises, we need to promote rural market develop- 
ment. At the same time, our policy should create advan- 
tageous conditions for building and perfecting socialized 
services for the rural areas. 


2. Vigorously develop high-quality and high-efficiency 
agriculture and raise the benefit ratio of agriculture. To 
achieve this type of agriculture, it is necessary to put 
economic efficiency and market demands first as we 
change from concentrating on quantitative increase in 
production to emphasizing raising qualitative benefits. 
We should aim for major breakthroughs in reforms by 
vigorously adjusting the rural enterprise structure, estab- 
lishing conditions favorable to market development of 
pillar enterprises within the Autonomous Region, accel- 
erating development of enterprises with good benefits 
ratios, vigorously developing new enterprises, and pro- 
moting the unification of production and sales. We 
should aim to combine breakthroughs in key areas with 
growth in all areas, to establish agricultural model dem- 
onstration areas, and to intensify development of 
improved product variety, grade and quality. 


3. Through breakthrough reform of the households reg- 
istration system, accelerate unification of rural and 
urban areas. An important aspect of the deepening rural 
reforms is to break down the dual economic setup and 
system. We should first remove restrictions on rural 
households then encourage the peasants to take jobs in 
secondary and tertiary industries in cities, townships and 
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market towns and, through the momentum and indirect 
effects of this trend, promote social development in rural 
areas and unification of rural and urban areas. 


4. To put agriculture and the rural economy within the 
overall national economic strategy, support further mul- 
tifaceted development. We should effectively implement 
the “agricultural law,” guarantee that financial input in 
agriculture will increase by fixed percentages on a yearly 
basis, widen the scope of credit support for agricultural 
development and adjust the rural enterprise structure. 
We should support internal liquidity of agricultural 
cooperative funds. We should develop new approaches 
and measures to provide overall social support to agri- 
culture and activities in rural areas, and develop various 
kinds of alliances and cooperations. 


5. Based on demands created by the changing economic 
system, strengthen the building of a spiritual culture. To 
do so requires that we strengthen efforts to deal with the 
basic tasks, change our approach from focussing on form 
to concentrating on substance, and take into account 
peasants thinking and rural reality in developing effec- 
tive activities. In the current period and foreseeable 
future, we need to administer the rural areas according to 
regulations and allow democratic management to come 
to the fore. 


6. Earnest!y strengthen the leadership for work in rural 


areas. ! ve should quickly establish a consolidated 
leader ucture for work in rural areas under the 
direct pervision of the party and government, 


strengthen organization and coordination of any work 
with peasants, and carry out effective analysis and super- 
vision of policy measures and macro-level guidance. 
Second, based on demands of the Central Government, 
built basic-level organizations in rural areas in stages 
within a three to five year period. We should concentrate 
on improving the party organization before any basic- 
level organizations in rural areas, educating party mem- 
bers before rural cadres, raising the quality of party rank 
and file before the peasants, and finally developing and 
shaping teams of party cadres who possess firm and 
forceful leadership and can take the lead [to energize the 
masses]. Third, change and improve on methods to 
evaluate performance of leadership by using peasants 
real income increase as criterion to judge effectiveness of 
the cadre teams and of the support given by leadership 
and government departments at every level for devel- 
oping the rural economy and increasing peasants 
income. 
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